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THE PRESENT STATUS OF LABOR UNIONS IN THE 
SOUTH'—1948 


FRANK T. DE VYVER 
Duke University 


“Operation Dixie,” the popular name for the CIO’s current membership drive 
in the South, is now in its third year. The AF of L has likewise been soliciting 
membership more actively than customary. These membership drives and the 
general labor situation in the nation have made necessary a re-evaluation of the 
status of labor unions in the South to bring up to date a study made by the 
author in 1938.2. During the past 10-year period there have been other factors, 


too, which have thrown new light upon the development of these important 
economic institutions. 


I 


Estimating membership and union activity is a task still beset with all the 
difficulties described in the writer’s earlier paper and in Professor Wolman’s 
study on the ebb and flow of trade unionism.? Some unions apparently feel 
that publication of membership figures may indicate weaknesses they are un- 
willing to admit. Other unions have not kept statistical records on a state-wide 
or regional basis. Still other organizations seem bound not to be bothered with 
the writings of “labor’s fool friends,’’ as Samuel Gompers is said to have called 
college professors. Most unions, however, furnished the information they had 
available. The few who refused or did not answer letters at all were not the new 
fighting unions, afraid to display their weakness or strength for publication. 
The ones from whom no information was directly available included such well- 
established and long-entrenched unions as the Brotherhood of Locomotive 
Engineers, the Teamsters, the American Federation of Hosiery Workers, and 
the Brotherhood of Electrical Workers. Apparently the stage of development in 
union organization has little if anything to do with the availability of data. 
Under the protection of the National Labor Relations Act, a union today does 
not have the same fear of employer activity with the need for secrecy and cau- 
tion. 


1 The South as used in this paper includes the states of Alabama, Arkansas, Florida, 
Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Carolina, Tennessee, 
and Virginia. 

2 Frank T. de Vyver, ‘“‘The Present Status of Labor Unions in the South,” Southern 
Economic Journal, April 1939, p. 485. 

3 Leo Wolman, Ebb and Flow in Trade Unionism, p. 5. 
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Nevertheless, as Professor Wolman pointed out, union membership figures 
even when furnished by the unions themselves cannot be considered accurate 
for comparison purposes. Methods of counting differ as between unions. One 
organization, for example, may count only dues-paying members whereas another 
may include the names of the brothers in arrears. Unions likewise calculate 
their membership figures at different times so that some of the figures presented 
in this paper are for 1947 and others for various months in 1948. Today another 
uncertainty is introduced into the statistics on the subject because, if the ma- 
jority of the workers in a plant vote for a union to represent them, that union 
represents all of the employees, members and nonmembers. Since all of the 
workers are covered by the contract, a figure of membership sometimes includes 
all of the workers under contract. 

Still another problem concerns the source of the data themselves. Most of 
the membership figures presented here are from union officers, and there is no 
way, therefore, to check on the accuracy of the figures. There is no particular 
reason for exaggeration, however, and the figures should be accepted in most 
instances at their face value. One interesting check was available. The Textile 
Workers Union of America, CIO, would release only one figure for the South, 
which was 150,000 persons covered by collective bargaining contracts.‘ These 
figures included Texas and West Virginia. An independent check of the or- 
ganized mills shows that about 90,000 people work in these organized plants. 
Part of the 60,000 difference between the two estimates may be charged to the © 
plants in West Virginia and Texas. Some of the remainder may be charged to 
plants organized by the Textile Workers Union of America in other industries, 
such as chemicals and textile dyeing. Part of the remainder must be charged to 
the rounding-off of the figures for the number of employees in organized mills. 
The division, however, of the 60,000 employees into these three categories cannot 
be made accurately. 

Though the statistical difficulties are many, the results of the tabulations of 
membership figures are revealing. Table I is the tabulation of membership 
figures for 59 different unions with contracts in the South. The sources for the 
figures are indicated in the accompanying footnotes. Most of the data came 
from the unions’ officials. The remainder has come from a study of convention 
proceedings, auditors’ reports, and union papers. Data for the hosiery industry 
and the textile industry were obtained from confidential sources. Although not 
exhaustive, this list of unions includes most of the unions having any degree of 
activity in the South with the exception of the AF of L’s Operating Engineers, 
their Longshoremen and Teamsters, and the CIO’s Longshoremen. A total 
figure of membership based upon this table would be an inaccurate figure, of 
course, and therefore no attempt will be made to give any such figure. Some 
interesting observations, however, may be made on the increases in the member- 
ship in some of the unions for which data were presented in the earlier article. 

Among the larger unions mentioned in the 1938 article was the United Mine 

4 Letter from Research Director, Aug. 18, 1948. 
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Workers. Apparently that union took full advantage of the NRA days and the 
early period of the Wagner Act to extend its organization to the theretofore 
unorganized sections. At any rate, according to figures given by the union it- 
self, only 5,300 members have been added in the 10-year period. As a matter of 
fact, there were membership losses reported for most states in the area. Per- 
haps there have been decreases in employment in the industry which may ac- 
account for the 10-year loss in membership in the states except in Virginia. 

The activities of District 50 of the United Mine Workers were not reported 
separately, if at all. That organization, in itself an organizing committee, 
undoubtedly has considerable southern membership particularly in chemicals 
and fertilizers. At the present time, because its officers have not signed the 
required anticommunist pledge, District 50 cannot appear on election ballots. 

Total membership increased also in all of the other unions for which figures 
were obtained for both studies. In actual numbers these gains ranged from 
an increase of 60 in the American Newspaper Guild to an increase of 72,550 for 
the carpenters. Table II shows membership gains for all unions covered in 
both studies and the percentage increases in each case. This list of unions in- 
cluded both in the 1938 and 1948 studies should in no way be considered as an 
adequate sample, but a comparison of total membership increase in this selected 
list with the total membership increase in the United States may indicate 
whether the unions have been more or less successful in the South than in other 
parts of the country. In the nation 8 million is the estimated average annual 
membership for 1938. Membership today is estimated at 15 million, an increase 
over 1938 figures of 873 per cent. During the same period southern membership 
in these selected unions increased by 88 per cent. Until the figures are examined 
more closely, the inference is that union membership in the South has simply 
increased proportionately. It is, however, the considerably less than average 
increase among the two largest southern unions that has reduced the total per- 
centage increase for the area. The fact is that the figure of 100,000 furnished 
by the Textile Union in 1938 probably represented wishful thinking. The 
TWUA now claims great gains in membership which this comparison does not 
show. 

Another indication of the status of labor unions in the South is found in the 
number of collective bargaining contracts on file with the Bureau of Labor 
Statistics. Under the provisions of the Labor-Management Relations Act of 
1947, the bureau is specifically directed to maintain a file of collective bargaining 
agreements. Monthly since March 1948 the bureau has compiled a list of con- 
tracts received during the previous month and a study of these lists offers fruit- 
ful information regarding the extent of collective bargaining and the unions do- 
ing that bargaining. The list, to be sure, is not exhaustive. If a company or 
a union decides against submitting a copy of its contract, there is no sanction to be 
imposed and no field work undertaken to gather in the contracts which fail to 
come by mail. Also, some unions still do not use written agreements and for 
many national unions with southern locals the agreement is national in charac- 
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ter. Ninety-seven different national unions have contracts on file with the 
bureau out of 197 national or international unions listed in the most recent 
Directory of Labor Unions. In addition there are 10 one-company unions with 
contracts on file, and 13 federal unions. Six hundred and fifty-one contracts for 
the 11 southern states have been received through September 1948. That this 
list is far from complete is shown by the listing of 34 Textile Workers Union 
of America contracts, whereas approximately 114 have actually been signed. 
Nevertheless, the fact is clear that southern unionism is important. 


TABLE II 


Actual and Percentage Increases in Southern Membership for Selected Unions 
between 1938 and 1948 


UNION 1938 (1) 1948 (2) 
Amalg. Cloth. Workers. ............. 4,500 20,375 15,875 352.78 
Firemen & Enginemen............... 8,815 12,083 3,268 37.07 
United Furniture Workers........... 2,900 6,425 3,525 121.55 
American Newspaper Guild.......... 391 451 60 15.35 — 
Railway and Steamship Clerks....... 16,000 46 ,630 30,630 191.44 
Street and Electric Railway.......... 4,255 17,205 12,950 304.35 
Textile Workers Union of Am. (3)...| 100,000 150,000 50,000 50.00 
Railroad Telegraphers............... 6,690 7,614 924 13.81 
United Mine Workers................ 82,200 87,500 5,300 6.45 
Carpenters & Joiners................ 20,277 92,827 72,550 357.79 
National Maritime Union............ 30,000 60,000 30,000 100.00 
Railway 15,965 29,571 13,606 85.22 
346,818 652,073 305, 256 88.04 


(1) Figures for 1938 from de Vyver, op. cit. 
(2) Figures for 1948 from Table I, this article. 
(3) In 1988, known as Textile Workers Organizing Committee. 


A third index of union activity is the number of National Labor Relations 
Board cases filed by the several unions. Such a study may, of course, also in- 
dicate the activity of employer opposition, but, nevertheless, there is something 
to be gained by examining both types of cases and the unions bringing the cases. 
Table III is a summary of this information for the period January 1946 to October 
1948. In the South over 60 different unions were certified as the bargaining 
agency for 369 plants. A total of 185 petitions were dismissed by the board, and 
94 cease and desist orders were issued by the board during the same period. 
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TABLE III 


Unions in the South Having Activity with the National Labor Relations Board, 
January 1946-October 1948 (1) 


UNION ACTIVE 


NATURE OF ACTIVITY AND NUMBER OF EACH TYPE 


Certification 


Petition 
Dismissed 


Cease & Desist 
Orders 


I. Mining 


Mine, Mill & Smelter Workers 
United Mine 
Oil Workers Internat. Union............... 
United Stone & Allied Products Workers 


II. Manufacturing 


1. Heavy or durable goods 


United Automobile Workers............... 
Brotherhood of Boilermakers.............. 
United Brick & Clay Workers............. 
United Cement, Lime, & Gypsum Workers. . 
United Electrical Workers. ............... 
United Farm Equip. Workers............. 
United Gas, Coke, & Chem. Workers 
Internat. Assn. Machinists................ 
Marine & Shipbuilding Workers 
Internat. Metal Polishers................. 
Internat. Molders & Foundry Workers. ... 
Internat. Assn. of Sheet Metal Workers... 
United Steel Workers 


Upholsterers Internat. Union............. 
Internat. Woodworkers of Am 


. Light and consumable goods 


Bakery & Confect. Union 
Internat. Chem. Workers Union 
Amal. Clothing Workers 
Food, Tobacco, Agricultural and Allied 


Internat. Fur & Leather Workers 
United Furniture Workers 
United Garment Workers................. 
Internat. Ladies Garment Workers........ 
Am. Federation of Hosiery Workers 
Meat Cutters & Butcher Workmen 
United Packinghouse Workers............. 
Internat. Bro. of Paper Makers 
United Paper Workers 
Bro. of Pulp, Sulphite, & Paper Mill 

Workers 


— 


NK 
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onr 
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TABLE IlI—Concluded 


NATURE OF ACTIVITY AND NUMBER OF EACH TYPE 
UNION ACTIVE 
Certification | Petition, | Desist 
II. Manufacturing—Continued 
United Rubber Workers................... + 0 1 
United Shoe Workers. .................... 6 1 1 
Boot & Shoe Workers Union.............. 2 1 0 
United Textile Workers................... 10 5 0 
Textile Workers Union of Am............. 21 19 14 
Tobacco Workers Internat. Union......... 2 2 0 
Internat. Typographical Union............ 2 0 0 
ITI. Building and Construction 

Bridge & Structural Iron Workers. ........ 2 0 0 
Carpenters & Joiners. ..................... 9 8 3 
Bro. of Electrical Workers................. 13 7 2 
Operating Engineers....................... 2 4 0 
Brotherhood of Firemen and Oilers. ....... 5 0 1 

Hod Carriers, Bldg. & Common Laborers 
Journeymen Plumbers..................... 6 0 0 

IV. Transportation & Communication 
Internat. Longshoremen’s Union........... 0 0 1 
Masters, Mates, Pilots Assn................ 2 0 0 
Motor Coach Employees................... 0 0 1 
Seafarers Internat. Union.................. 2 0 0 
Brotherhood of Teamsters................. 12 13 9 
Transport Workers Union.................. 3 0 2 
Utility Workers Union..................... 0 1 0 
V. Service 

Office Employees Internat. Union.......... 1 2 1 
United Office & Professional Workers. ..... 1 1 0 
Retail Clerks Internat. Assn............... 1 4 0 

Retail, Wholesale, & Department Store 

Not elsewhere classified (includes federal 

unions, one-company unions, unaffiliated 


(1) Cf., Labor Relations Reporter, passim. 


Most active in certification procedures were the United Mine Workers, the 
Machinists, the CIO Woodworkers, and the Textile Workers Union of America. 

No complete NLRB election returns are available by state and by union, but 
the board did make available a state-by-state study of election returns between 
March 1, 1946, and August 21, 1947. These data are summarized in Table IV. 
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During that period, of the 1766 elections that were held in the southern states 
the AF of L unions won 595, CIO unions won 534, unaffiliated unions were 
successful in 135, and the workers voted 502 times for no union affiliation. From 
a total of 244,913 eligible voters, 210,275 actually voted. Sixty-seven thousand 
eight hundred and sixteen of the voters wanted no union at all. Of the remain- 
der, 55,532 voted for an AF of L affiliate, 71,770 for a CIO affiliate, and 15,157 
for unaffiliated unions. 

A final check upon the status of labor unions in the South is a study of the 
percentage of organization in the industries of the region. For several reasons 
such a study can at best be only a rough estimate. In the first place, union 


TABLE IV 


Summary of NLRB Election Results for 11 Southern States 
March 1, 1946-August 21, 1947 (1) 


WINNER VALID VOTES CAST FOR 

— ELIG. 

TIONS |aFL | clo} U2 | Total | AFL | CIO | Unag. | 
Alabama............ 168} 59} 56) 45) 25,181 | 22,145) 6,562) 7,309) 7,477 
Arkansas............ 128) 50) 42) 4) 32) 11,306 | 9,771) 3,772) 3,813) 131) 2,055 
137| 57| 21) 22) 37| 10,377 | 8,177| 2,772) 2,346) 636) 2,423 
198} 49| 72) 10) 67| 24,647 | 21,983) 3,227) 7,367) 413|10,976 
Kentucky........... 183} 83) 30) 21) 49) 20,434 | 17,241) 5,237) 5,529) 2,090) 4,385 
145) 50) 14) 34) 15,376 | 12,446) 4,306) 5,031) 699) 2,410 
Mississippi.......... 85} 21) 34) 0} 30) 11,529 | 9,975) 2,613) 4,172) 121) 3,069 
North Carolina.....| 194] 53! 75| 8| 58| 44,832 | 38,339| 7,536/14,533| 1,186|15,084 
South Carolina...... 56} 13} 30) 1) 12) 9,358 | 7,976) 1,556) 4,482 30} 1,908 
Tennessee........... 244} 74| 25| 41,139 | 35,532\11,379| 9,665| 3,591|10,897 
228) 89) 52| 22) 65) 30,734 | 26,690) 6,572) 7,523) 5,463) 7,132 

1,766) 595) 534) 135) 502/244,913 |210,275|55, 532/71, 770/15, 157/67 ,816 


(1) Compiled from photostat copies of studies made by NLRB. 


jurisdiction does not necessarily follow the lines of the census classifications. 
For example, the Textile Workers Union has contracts with plants classfied in 
the chemical industry and even has one contract with a local railway and bus 
company. In the second place, the available statistics do not cover the same 
periods of time,' and, finally, membership figures are not always a good indica- 
tion of the total number of workers represented by the certified union. Never- 
theless, some study of the available data will at least indicate the areas where 
collective bargaining is strongest 

Most of the southern workers in bituminous mining are affiliated with the 
United Mine Workers. In 1946, the most recent date for which Bureau of 
Census data are available, about 100,000 people were employed in that industry, 

5 Except as otherwise indicated, the figures for employment used in this section are from 


U.8. Department of Commerce ‘‘Business Establishments, Employment and Taxable Pay- 
rolls under old-age and survivors’ insurance program, Ist quarter 1946. U.S. Summary.” 
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and the 1948 membership figures are 87,500. Another well-organized southern 
industry is communications. The 1946 figure of employment in that industry 
was 73,174, whereas in 1948 one union in that industry, the Communications 
Workers of America, reported 37,691 members. The apparel industry is served 
by a number of unions, membership figures for some of which are not available. 
In 1946, 108,632 people were working in the industry, of which, in 1948, about 
40,000 were members of unions. Though having more members in the South 
than any other unions, the Textile Workers Union of America, CIO, and the 
United Textile Workers, AF of L, still have a fertile field for organization. In 
1946, 581,131 people worked in textile plants in the South, whereas in 1948, 
according to the writer’s estimates, the two unions most active in this field 
represented approximately 104,000 workers and, according to TWUA estimates, 
they represented 150,000 people. 

Perhaps a more specific example of the small percentage of organization in the 
textile industry may be had by using figures for North Carolina, which has larger 
employment in that industry than any of the other states. In August 1948, 
according to figures prepared by the State Department of Labor,* there were 
223,000 employees in the state’s ‘‘Textile Mill Products” industry. Of these 
workers, slightly over 30,000 are represented by the Hosiery Workers, the United 
Textile Workers, and the Textile Workers Union of America. Knitting mills 
of the state, included under ‘Textile Mills Products,” employed nearly 47,000 
workers in August of this year. Only about 1500 of these are represented by the 
American Federation of Hosiery Workers, and a few others, the boarders from 
the High Point area, are represented by another union. 

The cigarette branch of the tobacco industry is thoroughly organized. In 
August 1948 there were 12,800 workers in the cigarette plants of North Carolina — 
and 9,100 in the cigarette plants of Virginia. The Tobacco Workers Union 
claims as members 10,309 in North Carolina and 9,965 in Virginia. The partially 
seasonal character of cigarette manufacturing accounts for a union membership 
in excess of the number of persons employed in Virginia and for the high member- 
ship in North Carolina, even without including in the membership figures the 
employees of R. J. Reynolds, who are not represented by the Tobacco Workers 
Union. 

There are probably many other industries in which a substantial number of 
the plants are organized, but no figures are available as proof. In the United 
States, for example, 80 to 100 per cent of the workers in the following important 
southern industries are under union agreement: aluminum, breweries, cement, 
men’s clothing, women’s clothing, newspaper printing and publishing, rubber 
products, and basic steel products, Presumably the extent of southern organi- 
zation will not vary greatly in those industries. 

Apparently the least organized of the South’s major industries are lumber and 
furniture. Dealing -with these industries raises classification difficulties, but in 
1946 there were roughly 63,000 workers employed in the South’s furniture 
plants and 277,000 employed in lumber and woodworking plants. In 1948, 21,435 

6 North Carolina Labor and Industry, Oct. 1948, p. 3. 
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workers belonged to the AF of L Upholsterers Union, to the CIO Furniture 
Workers Union, and the CIO Woodworkers Union. How many of these workers 
belong to the Carpenters’ Union is impossible to estimate, because the Carpenters 
Union does not divide its membership as to trade and plant members. Never- 


theless, there is comparatively little organization in either of these important 
southern industries. 


Il 


“The present activity of labor in the South can only be visualized as part of 
the larger labor movement at present under way in this country.”” This state- 
ment made in 1938 is, of course, just as true today as it was then, and many of 
the factors that have raised the membership of all trade unions to over 15 million 
have had their effect upon southern branches of those unions. In addition, there 
are, to be sure, some factors in the southern labor picture which are perhaps 
unique. 

Growth among labor unions is, in general, dependent upon three main factors, 
viz., the stage of the business cycle, the attitude of government, and the attitude 
of employers. During the past 10 years conditions have been fine for growth in 
membership at least with respect to the first two factors. The upswing of the 
business cycle and the wartime economy have made gains in union membership 
almost inevitable, for during such periods workers feel the need for help to meet __ 
higher prices, and employers are able to grant wage increases and fringe demands 
more readily than at other times in the economic cycle. Thus unions are able to 
get something for the workers and the membership increases. 

At the same time government has been favorable to labor. Some economists 
have even called the New Deal Administration a labor government. Under the 
protection of the National Labor Relations Board unions have conducted organiz- 
ing activities in areas previously barred to unions. And under the direction of 
the War Labor Board many unions were able to obtain so-called fringe benefits 
which, to be sure, some unions had previously had, but which other unions prob- 
ably would not have obtained through collective bargaining for many years. 
Likewise, under the direction of the War Labor Board, union security in the 
form of maintenance of membership clauses was made a part of union contracts. 

With the economic conditions ripe for union expansion and with collective 
bargaining the national policy, the attitudes of employers would perhaps have 
made little difference in the membership growth of unions, but during the past 
10 years there is little doubt that the position of employers toward unions has 
become more tolerant. At any rate, the recent postwar period was not marked 
by the strong antiunion activities which followed the first world war. Unions, 
of course, point to the Taft-Hartley Act as a move by the NAM to weaken the 
labor movement unto death. But the National Labor Relations Act remains 
almost unchanged as a part of the Labor-Management Relations Act of 1947. 

Economic and political conditions, therefore, have been favorable for union 
growth and union membership has increased. The same conditions have played 

7 de Vyver, op. cit. 
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an important part in the rapid growth of union membership and the high degree 
of union activity in the South. 

On the other side of the ledger certain factors have retarded growth and activity 
both in the nation and in the South. One of these is the continuing division 
between the American Federation of Labor and the Congress of Industrial Or- 
ganizations. This major cleavage has not been helped by the movement in and 
out of each organization of the United Mine Workers and the activities of that 
union’s District 50. Nor did the break between the Machinists Union and the 
AF of L strengthen the labor movement. 

Apparently at the present time CIO unions which have signed the anti- 
communist pledge are now raiding sister unions which have not. The president 
of the Furniture Workers Union, a noncomplying organization, complained that 
the International Woodworkers Union of America, instead of organizing the 
unorganized, was spending their members’ dues to attack unions already or- 
ganized.® 

As usual, the jurisdictional disputes which the Webbs condemned so vigorously 
many years ago have undoubtedly been a delaying factor in the growth of union 
membership. 

A practical example of this problem can be found in the statistics of the NLRB 
elections given earlier in this paper. Of the 1766 elections held in the South 
between March 1, 1946, and August 21, 1947, 197 involved cases in which an 
AF of L union appeared on the same ballot with a CIO affiliate. Surely both 
groups are “laying waste (their) substance” in this competition for members. 

In 1938 this writer suggested that competition between unions might bring 
more organization rather than less. The fact, however, that the southern furni- | 
ture industry still remains practically unorganized seems to disprove such a 
statement. The competition between the carpenters’, the upholsterers’, the 
furniture workers’, and the woodworkers’ unions has not achieved the sub- 
stantial organization of the southern employees in that industry. 

It is too soon to judge whether the Taft-Hartley law has been a factor re- 
tarding the organization of workers. The ban on the closed shop may have in- 
creased the number of so-called “free riders” who get the benefits of organiza- 
tion without becoming members, but so long as the union retains a majority in 
a plant, it still represents all the workers. In the South, at least, there have been 
very few decertification elections and of the 15 held up to June 30, 1948, 9 have 
resulted in a vote against the union. 

On the other hand, the union shop elections authorized by the Taft-Hartley 
law have been numerous in the South. Table V gives a summary of such elec- 
tions in the southern states where state laws permit them. Of the 682 elections 
held during the period from August 1947 to September 1948, only 14 were lost 
by the unions. No breakdown by industry is available for these elections but 
presumably many of them were held in plants where the union shop could not 
have been attained simply by collective bargaining. Of course, a successful 
election does not insure a union shop. That has to come by collective bargaining. 

8 Furniture Workers Press, Sept. 1948. 
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But armed with an overwhelming vote for a union shop, a union has removed the 
employer’s usual argument against such a plan of union security, namely, 
that the workers really don’t want it. 


Ill 


All of the factors thus far discussed have certainly had their effect upon the 
southern labor movement, but the same factors have affected the labor movement 
of the nation as well. There are, however, several considerations that have affec- 
ted the South particularly. 

Chief among the hindrances to union development in the South are the so- 
called “right-to-work” laws or ‘‘anti-closed-shop”’ laws passed by many southern 
states. Of the 14 such laws in the nation, 6 are found in the southern states of 
Arkansas, Florida, Georgia, North Carolina, Tennessee, and Virginia. The re- 
maining laws are in states not as industrialized as many of the southern states. 


TABLE V 

Union Shop Authorization Elections, Four Quarters, August 1947-September 1948 (1) 

TOTAL UNION AUTHORIZED 

ELECTIONS 
AFL cio Unafiil. No Union 

149 100 28 19 2 
297 250 13 27 7 
206 173 13 15 5 
South Carolina.................... 16 ll 4 1 0 
, 692 553 63 62 14 


(1) Figures compiled from quarterly NLRB Statistical Reports on Geographical Basis. 


Although not identical, these laws in general make illegal any kind of union 
shop, maintenance of membership, or, in some cases, even the check-off ir- 
revocable for one year as is permissible under the Taft-Hartley law. These laws, 
unless made inoperative by amendments to the Taft-Hartley law, may make it 
difficult for unions to retain their membership if wage increases are not periodi- 
cally forthcoming. 

A second retarding factor has been the position of southern employers. In the 
South, at least, an NLRB election is either won or lost by the company. If the 
union gets a majority, it is said that the company has lost. In other words, it 
seems apparent that southern employers generally do not yet consider unions as 
even a mixed blessing, and therefore, will do everything legal to keep the unions 
out. To this end many employers obviously plan their labor relations and per- 
sonnel programs. In the textile industry, for example, several wage increases 
were initiated by nonunion mills after the union had sent its wage demands to 
the organized plants and had given publicity to those demands. More recently 
the organized segment of the industry has led with the increases, but the un- 
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organized mills have announced identical wage changes immediately thereafter. 
In this way some of the arguments for union membership are vitiated. 

There has also been considerable antiunion agitation in many parts of the 
South. According to an article in the CIO News, 22 CIO organizers and local 
union leaders were physically assaulted during the first two years of the current 
drive. On the other hand, Mr. Bittner concluded that civil rights violations in 
most portions of the South are ‘‘no worse and no more frequent” than in many 
other parts of the nation.? Certainly there are campaigns against unions 
being conducted as is illustrated by a radio talk entitled ‘Americanism Pre- 
ferred” delivered over Radio Station WBBQ in Augusta, Georgia, on October 17, 
1948. The speaker told of several instances in which union organizers had been 
run out of town. “You know,” he said, “once the labor unions—any labor 
union—gets you under its control you might just as well not have a mind any 
longer, because you won’t be allowed to use it in deciding matters for yourself. 
In concluding the talk he said, “So long, folks,—remember you have the right 
not to be talked to and not to have your own peace and prosperity disturbed by 
any racketeers. Keep that right which you should defend forever.” 

This is, of course, an isolated instance, but it does illustrate one of the diffi- 
culties faced by unions in their southern organizing campaigns. Such publica- 
tions as the semireligious Militant Truth and the Trumpet have probably been a 
strong force in keeping unions out of some plants. 


One southern organizer has summarized the difficulties of organization in these 
words: 


You look at the Southern Drive and you see many things. . 

preachers, working for management, hate of ‘those outsid- 

. the maddening complacency of textile workers trained from childhood to believe 

aie mill owners are all-wise, that ‘outsiders’ can bring them only harm... . ‘Bloody’ 
Gastonia and Elizabethtown, memorials to the textile strikes of 1929 and 1935. ... 


Trucks topheavy with big bales of cotton . . . Pentacostal Holiness ministers who claim 
the letters ‘CIO’ are ‘the mark of the beast’. . . . 


Company stooges and Labor Foard elections. ... Editor ‘Parson Jack’ Johnson and 
his labor-baiting ‘Trumpet’ ...a winning situation turned into a disastrous rout when 
the employer shuts down his mill the day before the election and has a ‘heart to heart’ 
talk with his employees. . . .° 


On the other hand, several factors which formerly retarded the progress of 
southern unionism no longer exist. In an earlier study Professor Schwenning 
pointed out! that with a large group of surplus unskilled labor, unionization 
could make scant progress. Today, as the economy approaches full employ- 
ment, that hindrance is no longer effective. It is also true that today economic 
cooperation between the races has improved and that hindrance to effective 
unionism has therefore been reduced. ‘ 


® CIO News, June 7, 1948, p. 7. 
10 CIO News, Nov. 15, 1948, p. 6. 


1G. T. Schwenning, ‘‘Prospects of Southern Textile Unionism,’’ Journal of Political 
Economy, Dec. 1931. 
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On the positive side the chief factor fostering the growth in unionism has been 
the recent membership drives both by the CIO and the AF of L. Opinions differ 
upon the effectiveness of these campaigns. Fortune Magazine reported in 
October 1948 that, ‘the CIO southern drive, now grinding to a halt, may be 
taken over by the Textile Workers Union, which has been supplying most of the 
funds and organizers. Gains, apart from textiles, have brought in only dribs 
and drabs of woodworkers and furniture workers, and other odd lots.” On 
the other hand, CIO President Murray in his report to the 1947 convention 
claimed that CIO membership in the South had increased approximately 70 


TABLE VI 
Elections Held on Taft-Hartley Representation Cases, Aug. 22, 1947-June 30, 1948, 
on Cases Closed, Aug. 22, 1947-September 30, 1948, in 
Which a Union Won, by States (1) 


WINNER LOSER 
STATE Fon Total Total 
- Valid Valid 
[AFL | C1O| | dv. | | | tions | ‘voters | Yotes 
on 
Alabama............. 22; 1816) 1] 1 1,084; 1,011) 4 142 136 
Arkansas............. 19| 14) 6 0 1,125 816) 5 312 284 
Florida.............. 12 7| 6 1 608 485) 5 273 247 
Georgia.............. 16) 6| 9} 1 2,303} 2,112) 10 705 639 
Kentucky............ 20; 18; 11; 2] 5 1,492) 1,325) 11 557 466 
Louisiana............ Si 2 1,113 971, 6 340 307 
Mississippi........... 10 2] 6 1,867; 1,742) 2 666 647 
North Carolina...... 28] 18 6| 12 1,773} 1,579| 10 | 4,135 | 3,850 
South Carolina....... 5 3 2] 1 132 123; 2 74 66 
Tennessee............ 41 | 25/12/10) 3 7,015) 6,254) 16 | 1,955 | 1,891 
39 | 28) 11;13| 4 3,516} 3,218) 11 754 716 
249 | 167) 84 | 67 | 15 | 1 | 22,028] 19,636; 82 | 9,913 | 9,249 


(1) Compiled from figures furnished by NLRB, Administrative Statistics Section, 
Nov. 12, 1948. 


per cent during the previous year. “We feel,” he continued, ‘that our gains in 
the future will be greater than those in the past, because we now have a smoothly 
functioning field staff and more than 1,000 volunteer organizers. We also have 
well-established CIO unions in regions in which the CIO was virtually unknown 
before our arrival. An example of the latter can be found at Laurel, Mississippi, 
where there were no CIO members a year ago and where nearly 6,000 are now 
working under CIO contracts.”!* In a later report on ‘Operation Dixie’ the 
CIO News reports that its “Organizing Committee has added 900 new locals 
and 450,000 new members to the CIO rolls since Operation Dixie began.’ 
2 Fortune, Oct. 1948, p. 150. 


18 CIO Proceedings, Ninth Constitutional Convention, 1947, p. 76. 
4 CIO News, Nov. 15, 1948, p. 7. 
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TABLE VII 
Unions Which Won Certification Elections in the South Aug. 22, 1947, to 
Sept. 30, 1948, Showing Number of Elections, Total Eligible Voters, 
and Total Votes Cast for the Unions (1) 
UNION No. ELECTIONS | “©. PAIGIBLE 
CIO Affiliates 
Amalgamated Clothing Workers. ................. 5 2,104 1,351 
United Gas, Coke & Chemical Workers........... 9 3,509 2,648 
Federation of Glass Workers. .................... 1 28 22 
American Federation of Hosiery.................. 3 388 265 
Ind. Union Marine & Shipbuilders................ 1 189 184 
Oil Workers International Union................. 3 132 75 
Retail, Wholesale & Dept. Store.................. 1 110 57 
United Stone & Allied Workers................... 3 260 146 
Textile Workers Union. 5 831 772 
International Woodworkers....................... 21 2,624 1,890 
AFL Affiliates 
Bakery & Confectionery Wkrs. Union............. + 314 195 
Internat. Bro. of Boilermakers................... 2 386 166 
Internat. Bro. of Bookbinders.................... 1 17 14 
United Brick & Clay Workers.................... 2 129 88 
Internat. Assn. Bridge & Structural Iron Workers. . 1 33 28 
Bro. of Carpenters & Joiners. .................... 7 620 512 
United Cement Workers.....................0005- 3 208 178 
Internat. Chemical Workers...................... 6 157 129 
Internat. Bro. of Electrical Workers.............. 8 641 357 
Internat. Union Operating Engineers............. 1 46 36 
Voderal Tabor 3 877 601 
Internat. Bro. of Firemen & Oilers............... 1 25 15 
United Hatters 1 60 50 
Internat. Assn. Marble Workers.................. 1 26 14 
Amalg. Meat Cutters & Butchers................. 5 188 112 
| Internat. Union Metal Polishers.................. 1 8 6 
Internat. Union Molders......................+5. 4 309 248 
Internat. Union Photo Engravers................. 1 4 4 
Printing Pressmen Union......................... 1 9 9 
} Bro. Pulp & Sulphite Workers.................... 3 305 268 
Am. Fed. of Radio 2 12 10 
; Internat. Assn. Retail Clerks..................... 2 42 34 
Amalg. Street, Elec. Ry. Employees.............. 3 231 156 
Bro. of Teamsters & Warehousemen.............. 12 226 151 
United Textile Workers. 2 184 101 
Theatrical Stage Employees...................... 1 7 6 
Tobacco Workers Union.......................06- 2 679 563 
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TABLE VIiI—Concluded 


UNION 
Unaffiliated 
Internat. Assn. Machinists....................... ll 1,715 1,187 
Broadcast Eng. & Technicians.................... 1 6 6 
International Die Sinkers. ..................-.+:- 1 40 33 


(1) NLRB, Administrative Statistics Section, Nov. 12, 1948. 


Whatever may be the ultimate results of the organizing drive which was ex- 
tended by action of the 1948 CIO convention, it is certain that the rosy predic- 
tions made at the start of the campaign have not been attained. The great 
Cannon Mill and the Avondale chain, two prime objectives, still are unorganized. 
The furniture and lumbering industries have barely been touched, and there are 
other announced objectives which have not been attained. 

A statistical analysis of certification elections held in the South during the 
first 13 months under the Taft-Hartley act throws some interesting light upon 
organizational activity duringethat period. Table VI is a summary of a special 
study made for the writer by the Statistical Section of the National Labor Re- 
lations Board. This study shows comparatively little activity. During the period 
unions won 167 elections and lost 82. Of those won, 84 were by AF of L affiliates, 
67 by CIO groups, 15 by unaffiliated unions (mostly Machinists) and one by an 
‘ndividual” union. For all of these 167 elections only 19,636 voted for the 
union, or an average of about 110 per election. 

Table VII indicates the activities of the international unions which won 
elections in the South during the period between August 22, 1947, and September 
30, 1948. Twenty-nine AF of L affiliates, 15 CIO organizations, 3 unaffiliated 
unions, and 1 independent union took part. The Machinists, the Woodworkers, 
and the Teamsters were the most active. 

Some interesting state developments may be noted. In Alabama during the 
period, the Rubber Workers won one election with 41 votes against and 12 for 
no union. That was the only CIO union which won an election in the state for 
the 13 months. Of all the textile workers in Alabama, most of whom are still 
unorganized, only 70 (a majority) voted for the UTW in the one election that 
organization won. In North Carolina the Textile Workers won no elections for 
the period and apparently lost one. In South Carolina, another big textile state, 
only 5 elections of any type were held, and the 3 won by the unions were in 
cement manufacture and quarrying. Table VIII gives in summary form the 
experience by industry and by state. 

Whether the reasons be these which affect the nation as a whole or whether 
they be from factors purely southern, the fact is, as shown by this study, that 
the results of “Operation Dixie” must be disappointing to organized labor. 
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Nevertheless, unionism in the South has made great headway in recent years. 
The writer, while doing the field work for a study on southern labor published in 
1930, found in 1928 not a trace of organization in four of the South’s major 
industries, viz., furniture, cotton textiles, lumber and logging, and steel. Ten 
years later in 1938 unions had begun to make headway in this area. Twenty 
years later, in 1948, southern labor organization is beginning to catch up with 
labor organizations in the rest of the country. No figure of total membership 
has been hazarded, but the figures presented make it clear that there are well 
over a million trade union members in the South and that there have been sub- 
stantial increases during the past 10 years. The study also shows that union 
activity has been at a high level during the past two years. 

There remain, of course, plenty of potential members not only in those branches 
of industry poorly organized in the rest of the nation, but also in industries well 
organized in other areas. In fact, the apparent great growth of unionism in the 
South may be simply a result of the South’s catching up. If the CIO News is 
to be believed, however, “Operation Dixie’’ will continue until potential southern 
nonunion competition is no longer a factor in negotiations elsewhere. In fact, 
at its last convention the CIO placed a per capita assessment of 2¢ per member 
per month to carry on the organizational drive. 

The campaign will continue, but a big problem facing unions today is whether 
the gains in membership can continue and whether the new members will remain 
organized. Today during prosperity and full employment membership in- 
creases, and the round after round of wage increases keeps the members active. 
When these rounds of raises stop, there is a real question whether union member- 
ship will decrease, particularly in light of the limitations to union security found 
in the Taft-Hartley law and the state anti-closed-shop laws. The answer to 
this problem will depend upon how well unieu leaders have convinced their mem- 
bers of the lasting benefits to the workers of organization in an organized society 
and upon the amendments to the Taft-Hartley law. 


1% A. Berglund, G. T. Starnes, and Frank T. de Vyver, Labor in the Industrial South. 
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FUNCTIONS OF NATIONAL UNIONS AS CONTRASTED 
WITH THEIR LOCALS 


PAUL A. BRINKER 
University of Oklahoma 


Ever since the founding of labor unions, leaders of various local unions have 
realized that they could gain more bargaining power and strength by banding to- 
gether into some sort of district or national organization. In the United States, 
the first permanent national organizations of local unions were formed in the 
1850’s with the founding of the United Hatters, Machinists, Moulders, and Ty- 
pographers’ Unions. Gradually through the years, other craft and industrial 
unions formed national organizations until today there are 190-odd national 
unions in existence. Of these, 105 are affiliated with the American Federation 
of Labor, 39 with the Congress of Industrial Organizations, and the rest are in- 
dependent. 

One of the main functions of national unions has been to hire organizers to form 
new locals. The organizer also handles the bargaining conferences for the newly 
created locals if the bargaining is of a local nature. Thus, although bargaining 
had been a purely local function before the advent of national unions, it becomes 
a national function whenever new locals were formed. Further power came into 
the hands of national unions when bargaining began to be conducted on a com- 
pany-wide, regional, or even industry-wide basis. Obviously powers and func- 
tions of local unions were bound to be eclipsed by the national officers who were 
conducting. the larger-scale negotiations. In fact, some students of labor fear - 
that locals in many unions have so few functions that they may cease to remain 
effective working organizations. 

The purpose of this paper is to analyze what functions and control national 
unions actually exercise in relation to their locals today. The problem has been 
narrowed somewhat by analyzing the relations between nationals and locals in 
respect to six functions—collective bargaining, strikes, layoffs, benefits, dues, and 
removal of negligent or unscrupulous officers. To throw some light on the prob- 
lem, most constitutions of national unions have been surveyed. In addition, a 
questionnaire was sent to 170-odd nationals to clarify certain points. Replies 
were received from 118 unions, representing a 68 per cent return. Replies in 
which some or all of the questions were answered were received from 69 nationals 
affiliated with the AF of L (66 per cent replying), 32 affiliated with the CIO (82 
per cent replying), and 17 of the unaffiliated nationals (56 per cent replying). 


I 


Functions of national and local unions differ according to the organization of 
industry and the type of work done. Unions in the shipping industry, for ex- 
ample, are highly centralized, some even to the extent of having no locals. Con- 
cerning West Coast shipping, the Marine Cooks and Stewards’ Union (CIO), the 
Marine Firemen’s Union (CIO), and the Sailors’ Union (AF of L) have no locals, 
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although there are branches of the union located at the various ports.! Since 
these unions bargain on a regional basis and sign contracts with the Pacific Ameri- 
can Shipowners Association for most of the West Coast shipping lines, the na- 
tional officers exert a great deal of control over the rank and file. The first named 
union, for example, did not even bother to call a convention for the first 44 years 
of its existence, and exercised autocratic control by both fair and foul methods. 
Today that union has become more democratic by providing that 70 men from the 
San Francisco branch, elected for such purpose, shall be an advisory body while 
the regional negotiations are being carried on. In addition, the seven branches 
located at the largest ports must pass on amendments recommended by the 
national officers to the current contract, and they must also approve of the com- 
promises that the national officers are forced to make on any of the suggested 
amendments. In the Marine Firemen’s Union, bargaining is carried on by the 
national officers, but the contract is subject to a referendum vote. In the Sailors’ 
Union, the rank and file elect five members to aid the national secretary-treasurer 
in bargaining on a regional basis. In all three unions, the officials of the branches 
are elected by those shipping from that port, but practices differ concerning the 
officer in charge while aboard ship. In the Sailors’ Union the ship’s delegate is 
appointed from the branch office, whereas in the Marine Firemen’s Union, he is 
elected aboard ship. 

Where locals exist but bargaining is conducted on a regional or industry-wide 
basis, negotiations are generally carried on as described for the shipping industry. — 
That is, the national officers do the bargaining, but are subject to some local con- 
trol. The United Packinghouse Workers’ Union (CIO), for example, provides 
that master contracts covering several plants of a particular company, such as 
Armour, Cudahy, Swift, or Wilson, must first be approved by the National Ne- 
gotiating Committee before being entered into by the national union. This com- 
mittee is composed of duly elected representatives from each of the plants in- 
volved. The contract must also be ratified by the members of the local unions 
at all plants concerned. Some unions provid fu: local ratification of company or 
industry-wide contracts whereas others do not. 

In regional or national bargaining then, it may be concluded that although 
national officers engage in the actual bargaining negotiations, locals are generally 
given a chance to express themselves before negotiations start, either at the na- 
tional convention or by special conferences called specifically to deal with bar- 
gaining. For example, the United Rubber Workers (CIO) has created an Inter- 
national Policy Committee composed solely of delegates from the various local 
unions, the representative number being relative to the size of the local. It is the 
function of the International Policy Committee to work under the direction of, 
and in cooperation with, the General Executive Board before the contracts are 
signed.” 


1 Both the Marine Engineers Beneficial Association (CIO) and the Masters, Mates, and 
Pilots’ Union (AFof L) have locals. In the last named union, for example, sea pilots, ferry- 
boat pilots, river pilots, etc., are each in separate locals. 

2 For an analysis of the beginnings of collective bargaining on a large scale by the newly 
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Where bargaining is conducted on a plant basis or subdivision thereof, the 
locals usually do their own bargaining. Sometimes a national officer aids in the 
negotiations, but generally he enters the picture only upon request of the local 
union. Locals frequently ask for such aid in bargaining, for national representa- 
tives usually possess more bargaining ability than local officers do. Some na- 
tionals are forced to limit local autonomy in bargaining by requiring that wage 
scales must meet minimum requirements, so as not to undercut the wages of other 
locals. Other nationals meet the problem of undercutting of wages by requiring 
national approval of local contracts. According to the survey as to whether 
national approval was required on all local contracts, 76 nationals stated that 
their approval was required as contrasted to 55 nationals which had no such regu- 
lations. A noticeable difference can be seen in the control exercised by AF of L 
affiliates as contrasted to that of CIO and independent nationals. Only 49 per 
cent of the AF of L affiliates exercised such control over their locals as contrasted 
to 73 per cent for the CIO and 70 per cent for unaffiliated nationals.* 


Another control which some nationals exercise over their locals is to require the 
latter to secure national approval before a strike is called. In reply to question- 
naires and an analysis of national constitutions, the following number of unions 
reported such requirements: 


Regarding strikes: Must national approval be secured before a local may strike? 
Yes———_ No——— 


Yes Per Cent No Per cent 


The data shows that a high percentage of locals (87 per cent) must receive na- 
tional approval before striking. These statistics may be explained on grounds 
that strikes mean financial losses to the national both in paying strike benefits 
and sending personnel, if necessary, to guide action. Such approval is also re- 
quired to curtail wildcat strikes, which obviously result in adverse publicity to 
the union. Whatever the reasons, if both local and national leaders must pass on 


created CIO unions see Emily Clark Brown, ‘‘The New Collective Bargaining in Mass 
Production: Methods, Results, Problems.’’ Journal of Political Economy, Vol. 47, pp. 
30-66. 

3 For a more detailed analysis of the interrelations of nationals and locals concerning 
collective bargaining see Joseph Shister, ‘‘The Focus of Union Control in Collective Bar- 
gaining,’’ Quarterly Journal of Economics, Vol. 60, pp. 513-545, A. M. Ross, ‘“Trade Unions 
as Wage-Fixing Institutions,’’ American Economic Review, Vol. 37, pp. 566-588. 

4 This figure is much higher than the 51 per cent found by Joseph Shister in his analysis of 
national constitutions alone (‘“Trade Union Government: A Formal Analysis,’’ Quarterly 
Journal of Economics, Vol. 60, p.94). Another reason why more nationals are requiring 
their strike approval is that the Taft-Hartley Act has made National Unions more liable. 
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the validity of a strike, it is likely that there will be fewer strikes than if the na- 
tionals do not require such approval. 

In a deviation from the usual method of requiring approval, two unions do not 
require national approval unless the local union wishes to receive strike benefits 
from the national. In the Carpenters’ Union, national approval is not required 
for a local strike where no district council exists, but if the local is affiliated with a 
district council, both the council and the General Executive Board must give ap- 
proval. Two other AF of L nationals grant some redress from a national head- 
quarters’ veto to strike by providing for a referendum by members of all locals if 
the particular local still feels that it is justified in striking. 

A few nationals require locals to go on strike without prior local approval. 
Four CIO and 14 AF of L nationals answering the questionnaire asserted that the 
national could require the local to go on strike without the latter’s approval, but 
two of the AF of L nationals qualified their answer by reporting that the national 
had never exercised its power in this respect. A few nationals, especially those 
of government employees, have outlawed strikes in their constitutions, but these 
provisions are now superfluous in the light of the Labor-Management Relations 
Act of 1947, which has outlawed all strikes by govenment employees. 


Ill 


Unions, whether national or local, object to giving employers free rein to lay off 
employees when times become slack, supposedly according to ability, for unions 
feel that friends or relatives of the employer may be the ones to remain on the job. 
Furthermore, unions maintain that older men who have lost some of their dex- 
terity should not be sacrificed solely for the sake of efficiency. Security must 
supersede the desire for larger financial gains to management. Unions favor 
either layoff by seniority, that is, workers having the longest employment record 
with the company being laid off last, or equal sharing of work, where the hours 
(or days) worked are reduced for all employees equally rather than laying off any- 
one. Sometimes unions favor a combination of both in which equal sharing is 
used down to a certain number of days a week, at which time layoff is by seniority 
rather than by cutting the number of days even lower. 

An analysis of 788 trade agreements by Professor Sumner Slichter first from 
1923 to 1929 and later from 1933 to 1939 shows that 270 contracts applied either 
seniority alone or seniority and ability, whereas 50 provided for equal division of 
work, and 47 provided for a combination of both.’ Professor Slichter qualified 
his findings somewhat by pointing out that his sample contained only a few agree- 
ments covering the needle trades, which use equal sharing extensively, and that 
other plants practice equal sharing of work before laying off workers but do not 
include such practices in contractual negotiations with unions. Equal sharing of 
work is favored over seniority mainly in seasonal industries, in which resort to 
seniority would divide a union into two groups—the older workers, who would 
consequently work steadily, and the younger generation, who would bear the 
brunt of the layoffs. Union negotiators are forced also to take into consideration 


5 Sumner Slichter, Union Policies and Industrial Management, pp. 105-107. 
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the fact that a union composed mainly of young men is more likely to favor equal 
sharing of work, whereas a union composed of men who have worked in a plant a 
long time may tend to favor seniority. 

Very few of the national constitutions state regulations about layoffs, and the 
few that do follow a policy of strict seniority. Since the local differences dictate 
different policies, many nationals (23 per cent answering) leave the choice en- 
tirely to the locals. Forty-eight per cent of the nationals favor seniority alone, 
although a few nationals qualified their answer. One stated that the national 
favored seniority but allowed equal sharing of work if the local desired it. An- 
other responded that seniority is paramount but that some sharing of work is 
practiced. The American Federation of Hosiery Workers (CIO) urges a uniform 
policy that departmental seniority shall be the only consideration in layoffs, but 
in the past two years has let the locals decide the question themselves. Most of 
the locals still follow departmental seniority. The United Transport Service 
Employees of America (CIO) replied that seniority is provided for in all standard 
contracts, but that sometimes locals have resorted to equal sharing of work. 
Twenty-five per cent of the nationals replying favor a combination of seniority 
and equal sharing of work whereas 4 per cent favor equal sharing of work alone 


without seniority. The following are the replies broken down by union affilia- 
tion: 


SENIORITY NO SET POLICY 

No Per Cent No. Per Cent No. Per Cent No Per Cent 
pS 2 eee 27 47 2 3 12 21 17 29 
> 14 41 2 6 11 32 7 21 
11 65 1 6 4 23 1 6 
, eee 52 48 5 4 27 25 25 23 


Besides bargaining for their members, labor unions also pay out benefits in case 
of death, sickness, unemployment, old age, strikes, etc. The questionnaire re- 
plies show that both the nationals and locals share in providing benefits, but the 
nationals are responsible for financing strikes to a greater extent. No significant 
differences in benefits were noted among AF of L, CIO, andindependent nationals. 
The following are the results of the questionnaire: 


NATIONALS LOCALS NEITHER 


Number | Per Cent | Number | Per Cent | Number | Per Cent 


65 64 29 28 8 8 


5 14 7 19 27 67 
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These statistics show that labor unions are no longer greatly concerned about en- 
employment insurance and old age benefits, because these are now guaranteed by 
law under the Social Security Act. However, since the federal govenment does 
not provide for health insurance, unions are now making a strenuous effort 
through collective bargaining to force employers to provide against losses during 
sickness. 

Again, who administers the health fund depends on whether the national or 
local is the dominant organization at the bargaining table. The Amalgamated 
Clothing Workers, a highly centralized union, administers its plan through an 
Amalgamated Insurance Fund which is controlled by 12 members of the national 
executive board of the union. On the other hand, the International Ladies 
Garment Workers’ Union, which has more local control, administers its plan from 
10 autonomous districts, in which the national aids only in standardization.’ 
The ILGWU program differs from other health plans in that health centers have 
been set up in several cities, where union members may receive free annual medi- 
cal examinations. Generally, collective bargaining agreements compensate par- 
tially for wages lost during illness plus hospital and sometimes doctor bills, but for 
the most part do not provide for periodic medical examinations. 

The Textile Workers’ Union must of necessity administer its welfare plans 
through the locals because there are so many widely scattered plants in the in- 
dustry. Where local bargaining is carried on, each local usually is free to nego- 
tiate its own welfare and health funds, although some national unions have de- - 
veloped standardized plans which they forward to locals for use in negotiations 
with employers. In an analysis of 19 unions, Rosenthal found that nationals 
exercised much control over health plans in 4 cases, little control in 6 cases, and 
acted only in an advisory capacity in 9 instances. In approximately one-third 
of the agreements in a study made by the Bureau of Labor Statistics, unions 
eliminated the problem of administering such funds by agreeing that the in- 
surance companies involved should investigate and make payments.°® 


7 


In a recent article, it was found that of 300 AF of L local unions, 15 charged $15 
or less in initiation fees, 71 others charged $30 or less; whereas 106 required pay- 
ment of $50 to $75, 38 charged $100, and 17 charged from $125 to $300, the top 
four charging $300.'° This analysis showed that the highest fees were found in 
the skilled building trade unions, and that the initiation fees of CIO affiliates 
were much lower. Even though new workers should contribute to the organiza- 
tion which is aiding them to obtain better wages and working conditions, ex- 


6 Peterson, Kassalow, and Nelson, ‘“‘Health-Benefit Programs Established Through 
Collective Bargaining,’’ Monthly Labor Review, Aug. 1945, p. 207. 

7 Robert Rosenthal, ‘‘Union-Management Welfare Funds,’’ Quarterly Journal of Eco- 
nomics, Vol. 62, p. 78. 
8 For a more detailed analysis of welfare fund administration see ibid., pp. 64-94. 
® Peterson, Kassalow, and Nelson, op. cit., p. 192. 
10 Philip Taft, ‘‘Dues and Initiation Fees in Labor Unions,”’ Quarterly Journal of Eco- 
nomics, Vol. 60, p. 222. 


= 
: 
= 


FUNCTIONS OF NATIONAL AND LOCAL UNIONS 29 


tremely high initiation fees may work a hardship on workers who wish to join. 
Since not enough national unions curbed this evil, the Labor-Management Rela- 
tions Act of 1947 has outlawed excessive initiation fees under union shop con- 
tracts. 

The Labor-Management Relations Act makes no restrictions on the amount of 
dues charged by unions. Professor Taft, in the same study, found that of 250 
local AF of L unions, 193 charged $3 or less, and only four charged more than $5, 
the highest being $7. Even though one of the conclusions of Taft’s study was 
that in general dues were not excessive, nevertheless some local unions do charge 
too much for their services, and nationals should curb such practices. In sur- 
veying the controls nationals actually place on the locals, 49 of the nationals re- 
ported no limit on the amount charged, whereas 93 do provide some regulation. 
However, 49 of the 93 have rules concerning the minimum amount a local may 
charge, with only 6 of the 49 also providing for a maximum. Thirty-eight na- 
tionals limit the minimums to the following amounts per month: 


AMOUNT NUMBER OF UNIONS AMOUNT NUMBER OF UNIONS 
$0.08 1 $1.50 14 
$0.25 1 $1.75 1 
$0.50 2 $2.00 9 
$1.00 6 $2.35 1 
$1.25 2 $3.00 1 


Four set the minimums on an annual basis, one being $3, a second $5, one $6, and 
the other $10. Seven other nationals stated that they set a minimum but did not 
quote the amount. 

l‘ifty nationals reported some restrictions on the maximum amounts a local can 
charge. Eighteen of these provide that the maximums (or the actual amount of 
dues charged) shall be regulated according to the national constitution and by- 
laws, by convention, or by the national executive board. Fifteen other unions 
stated that the maximum monthly limits (or the actual dues paid) were: 


DUES 


NUMBER OF UNIONS 


NUMBER OF UNIONS 


$0.25 1 $1.75 1 
$1.00 1 $2.00 1 
$1.25 1 $3.00 6 
$1.50 4 


Four nationals set the maximum (or actual amount) on an annual basis of $10, 
$30, $37, and $50. Six other nationals provide that national approval must be 
given to all dues set by locals without specifying the limits; whereas seven others 
require national approval if the local dues are above $1.25 (two unions), $1.50, 
$2 (two unions) and $2.50 per month (two unions). There is a noticeable differ- 
ence between CIO and AF of L nationals’ control over dues. Forty-three per 


Jbid., p. 221. 


30 PAUL A. BRINKER 


cent of the AF of L unions control minimum dues as contrasted with 26 per cent 
for the CIO. However, on maximum rates, only 25 per cent of the AF of L 
unions have any restrictions as compared with 46 per cent for the CIO. 


vI 


Some national union officers have exercised strong control over their locals by 
perpetuating themselves in power. A few nationals have not bothered to call 
conventions except at long intervals. Since the national officers are generally 
elected at conventions,” postponement of such is a shrewd way of remaining in 
office. In surveying 153 unions, the following replies were recorded: 


How often does your national hold a convention? 


Once again, a marked difference was noted between the policy of the AF of L na- 
tionals and the CIO affiliates. In the CIO 33 out of the 34 nationals hold a con- 
vention either annually or biannually, with one stating that it had no set policy. 
In the AF of L of 82 answering unions, only 46 hold conventions every one or two 
years. Of the six unions which have no set policy, two providethat a referendum 
will be taken at intervals to determine whether a convention will be held. The 
other four hold conventions whenever the national officers desire one. 


The mere holding of a convention does not guarantee that excess power and 


control will be eliminated. For one thing, most union officials have no opposition 
candidates against them. In an analysis of seven unions from 1910 to 1941 in 
which 764 national offices were at stake, there were opposition candidates in only 
21 per cent of Railway Carmen elections, 17 per cent of Street Railway Em- 
ployees’ elections; 3 per cent of the Teamsters’ elections; 32 per cent of the Car- 
penters, 4 per cent of the Bricklayers, and 18 per cent of the Hotel Employees’ 
elections."* Lack of opposition in elections should not lead one to the conclusion 
that national officers obtain and retain the:r offices through fraud and oppression, 
but that they retain their offices because of the prestige they acquire in holding 
office; because they control the official publications of the union; and because 
they appoint organizers who can be very useful in building up local patrongage.“ 
Nevertheless lack of democratic action may lead to serious abuses. 

Even if there are regular conventions and opposition candidates in all elections, 
chicanery may still result through power over the credentials committee and the 
tellers at the elections. Then some unions have so worded their constitutions 
that only a select group are granted a vote on the convention floor. All that can 

12 Of 147 nationals studied, the national officers are elected by convention in 111 instances 


and by referendum in 36. Shister, ‘“Trade Union Government: A Formal Analysis,” 
op. cit., p. 101. 


13 Taft, “Opposition to Union Officers in Elections,’’ Quarterly Journal of Economics, 
Vol. 58, p. 249. 

4 Taft, ‘Understanding Union Administration,’’ Harvard Business Review, Vol. 24, 
pp. 252-253. 

18 For examples see Shister, ‘“‘Trade Union Government: A Formal Analysis’ op. cit., 
pp. 102-4. 
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be hoped for in this respect is that conventions will be held regularly and that the 
rank and file members will do everything possible to eliminate all types of fraud 
and abuse. The Internationai Typographical Union, for example, has main- 
tained a two-party system for years, so that the abuses of lethargy and the dan- 
gers of autocratic control are kept ata minimum. Such examples unfortunately 
are rare in unionism, and are not on the increase. Once in power, union officials, 
like corporation leaders, tend to perpetuate themselves in office.” 

Another source of control of the nationals is through their power to suspend 
local union officers. Obviously, some provision should be made for control over 
dishonest or autocratic local officers,!” but it is also true that further provision 
should be made against autocratic national officers who remove local officers not 
for misdeeds but to keep their own machine in power. Fortunately most national 
constitutions do provide adequate safeguards against power-lusting national offi- 
cials. Of 120 union constitutions studied, 44 permit their national president to 
oust local officers, subject to appeal to the national executive board, and subject 
to further appeal to the convention. Thirty-three nationals grant the power of 
suspension of local officers to the national executive board rather than the presi- 
dent, but these also provide that any aggrieved person may appeal to the national 
convention (or occasionally to a referendum rather than the convention). Ten 
nationals allow either the national president or the national executive board to 
suspend local officers, with the privilege granted the accused to carry the case to 
the convention floor. Four unions provide that the national president may sus- 
pend local officers, subject to appeal to the national executive board, and subject 
further to an appeal board which is composed of members of the various local 
unions. Three unions provide for removal of local officers by convention vote 
only. Two other unions permit the national president to suspend a local officer 
with no appeal being allowed to take the case to the national executive board, but 
these unions safeguard the local officers by permitting a referendum vote by the 
membership on the suspension. One national allows any member of the union 
to bring charges before the national executive board, with either party being 
allowed to take the case to the convention. Another national requires that the 
local union try the accused party first, with an appeal by either side to the na- 
tional executive board and then to the convention. All the above methods of 
protecting local officers and members from unfair national pressure are adequate, 
provided, of course, that the constitutional provisions are strictly carried out. 
They comprise 98 out of 120 national constitutions (82 per cent of those read) 
which had provisions covering suspension of local officers by national officials.'® 


16 Taft, “Opposition to Union Officers in Elections,” op. cit., pp. 246-264. 

17 Unfortunately cases may be cited showing national support of racketeering local 
leaders. For a brief listing of such cases, see John Troxell, ‘Protecting Members’ Rights 
Within the Union,” American Economic Review, Supplement, March 1942, p. 466. 

18 Ten constitutions read made no mention of ways and means by which the national 
union can get rid of objectionable local officers. In a novel method of control in addition 
to suspension by the national executive board with appeal to the convention, the American 
Communications Association (CIO) provides that should the responsible officers of a local 
union fail to call two or more consecutive local union general membership meetings, the 
remuneration received by all local officers automatically shall cease. 
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The CIO nationals give adequate protection against excessively autocratic con- 
trol in 94 per cent of their constitutions as contrasted to 77 per cent for 
the AF of L. 

Eighteen per cent of the constitutions covering removal provisions permitted 
local officers to be deposed without adequate protection against autocratic na- 
tional action.!* The International Brotherhood of Electrical Workers (AF of L) 
allows its president to remove local officials without permitting the latter any 
appeal whatsoever.2® Eleven unions allow the president to depose local officers 
with an appeal allowed solely to the national executive board, which unfortu- 
nately may be under the control of the president. Further appeal to the conven- 
tion should be allowed the accused officer. Six other nationals permit either the 
president or the national executive board to remove local officials, the board’s de- 
cision being final and binding. Five other nationals delegate the power of re- 
moving objectionable local officers solely to the national executive board with no 
right of appeal to the convention.” 

Court appeal may be made by aggrieved persons provided that a labor union 
exceeds the authority granted it by its constitution and bylaws, provided that the 

19 For some actual cases of abuse see Taft, ‘(Democracy in Trade Unions,” American 
Economic Review, Vol. 36, No. 1, pp. 365-367. 


20 Professor Taft found that the president had complete control to dismiss local officers 
in the Railway Conductors’ Union and the United Mine Workers, two union constitutions 


not read by this author (‘“The Constitutional Powers of the Chief Officer in American . 


Labor Unions,” Quarterly Journal of Economics, Vol. 52, pp. 459-471). However, Professor 
Taft is incorrect in stating that the presidents of the Painters’ Union, the Operating En- 
gineers’ Union, and the Trainmen have unlimited power to remove local officers. In the 
Painters’ Union, Section 298 of the 1947 constitution must be considered as a limitation to 
his power of removal: 

“Under such circumstances, the General President may immediately suspend the person 
or subordinate body against whom charges have been preferred but, at the time of such 
suspension, he shall notify the party or parties charged to appear before him for a hearing 
at such place and such time as he shall fix. . . . When the General President has so acted, his 
judgment shall be final ; subject, however, to an appeal to the General Executive Board and 
from the General Executive Board to the Convention.” 

In the International Union of Operating Engineers’ constitution, amended in 1947 (Pro- 
fessor Taft quotes from the 1944 constitution) the president’s power of removal of local 
officers is limited in Article 1, Section 1 by the following sentence: ‘‘Any and all members, 
Local Officers, and Local Unions affected or aggrieved by any act or decision of the General 
President, may demand a hearing thereon before the General Executive Board, with appeal 
to the General Convention in the manner hereinafter prescribed.” Similarly, the Train- 
men’s president is restricted from complete power to remove local officers by Section 86 of 
the 1946 constitution (Professor Taft quotes from the 1939 amendments). ‘‘Any officer or 
member of the Brotherhood desiring to appeal from an interpretation on the Constitution 
(Section 9 says the President may suspend or remove any subordinate lodge officer for suffi- 
cient cause) may do so to the Board of Directors within 90 days from the date such decision 
was rendered, or the Board of Directors may, upon their own motion, reverse the inter- 
pretation of the President of the Brotherhood.” 

21 For a few examples of granting national officers of American Federation of Labor 
affiliates dictatorial powers in order to meet CIO inroads or for other reasons see Shister, 
‘‘Trade Union Government: A Formal Analysis,’ op. cit., pp. 93-97. 


| 


FUNCTIONS OF NATIONAL AND LOCAL UNIONS 33 


acts of the union are against public policy, and provided that the remedies adop- 
ted by the union against autocratic action are not adequate.22 However, court 
procedure is obviously not a good solution to internal labor union strife, and it is 
to be hoped in the future that more unions will adopt constitutional provisions 
calling for more adequate protection against autocratic removal of local officers. 
Another solution proposed by Professor Taft is for the labor movement itself to 
set up a court to pass on the arbitrary conduct of officials.” 

Many national constitutions protect locals from objectionable national officers 
by providing ways and means for removing such men. The most common 
method, provided for in 54 contitutions studied, was to permit local unions to 
bring charges against national officers, the case being decided by the national ex- 
ecutive board, subject to appeal by either party to the convention. Three other 
unions provide for appeal from the national executive board to some body re- 
flecting local rather than national views. Four nationals provide either for a 
trial decision by convention vote, a trial body selected by the convention, or some 
arrangement whereby local members rather than national officers are judging. 
The United Automobile Workers Union (CIO), for example, provides that when 
charges are made against international officers in the proper manner, a special 
international executive board meeting is called to create an ‘‘International Union 
Trial Committee.”” This committee is chosen from among the regular delegates 
attending the preceding international union convention, the names of all dele- 
gates being copied from the Official Convention Roll Call. The names are then 
deposited in a box by the Secretary-Treasurer in the presence of the International 
Executive Board and shaken. The International Secretary-Treasurer blind- 
folded then draws out 50 names, 10 of which may be eliminated by both the ac- 
cused and the accuser. The first 12 persons whose names remain on the list shall - 
be the official members of the International Trial Committee to try the national 
officer accused. 

Other adequate safeguards against unscrupulous or incompetent national offi- 
cials are provided for in 24 national constitutions by recall provisions, but in a few 
instances the requirements for recall are unnecessarily hard to fulfill. One union, 
for example, requires that 40 per cent of all locals representing at least 40 per 
cent of the entire membership must petition before a referendum is taken. 

Altogether 85 national constitutions, or 65 per cent of the constitutions studied, 
provide for adequate safeguards for the dismissal of national officers. On the 
other hand, 24 constitutions say nothing about removal of negligent officials and 
21 others provide only for a trial by the national executive board but with no 
appeal to the convention. This last arrangement obviously would prove un- 
satisfactory if a majority of the executive board were under control of the accused 
officer. Several of these constitutions provide for an appeal to the convention 
by the accused but not the accuser. One other national provides for the recall, 

22 For a discussion of remedies of union abuses at law see Taft, ‘Judicial Procedure in 


Labor Unions,’’ Quarterly Journal of Economics, Vol. 59, pp. 370-376. 
23 Thid., p. 385. 
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but unfortunately permits the national executive board to veto it. The CIO 
affiliates provide for adequate controls in 83 per cent of their constitutions sur- 
veyed as contrasted to 58 per cent for the AF of L. 


vil 


Functions of national and local unions differ according to the organization of 
industry and the type of work done. When bargaining is of a regional or in- 
dustry-wide nature, national unions obviously exercise more power than when 
bargaining is conducted locally. In the larger scale bargaining, locals are given 
some share in the bargaining process either at the convention, in an advisory 
capacity to the bargaining committee, or through a referendum on the terms de- 
cided upon by the national officers. Even when bargaining is carried on locally, 
the nationals exercise some influence either because the local has been founded by 
a national organizer who does the original bargaining, or because the local has re- 
quested the presence of national personnel to help with the bargaining. Fifty- 
eight per cent of the nationals exercise further control by requiring national ap- 
proval of local contracts, with AF of L affiliates exercising much less control over 
contracts than CIO nationals. In addition, 87 per cent of the nationals require 
their approval before a local can go out on strike. Here the AF of L nationals re- 
quire such approval to a greater extent than CIO unions. In the payment of 
health, old age benefits, and unemployment insurance, almost as many nationals 
pay out the benefits as do locals, but in paying strike benefits, such money comes | 
mainly from the national treasury. In regard to layoffs, 48 per cent of the na- 
tional unions favor seniority, 25 per cent favor a combination of seniority and 
equal sharing, 4 per cent favor an equal sharing of work, and 23 per cent have no 
set policy, letting the locals decide for themselves. 

Concerning control of dues, 49 nationals have no control over local dues, 49 
control minimum dues, and 50 place restrictions on the maximum dues that a local 
can charge, with a few of the 50 controlling both maximum and minimum dues. 

A larger percentage of AF of L unions control minimum dues, whereas a larger 
percentage of CIO affiliates control maximum dues. Of the unions studied, 106 
nationals meet in convention annually or biannually, but 47 meet less frequently 
than every two years. The CIO affiliates hold conventions much more fre- 
quently than do the AF of L unions. Ninety-two per cent of the constitutions 
surveyed provide for removal of negligent or unscrupulous local officers by the 
nationals, but of these 18 per cent fail to protect local officers adequately from 
autocratic national action. The CIO affiliates provide better protection in this 
respect than do the AF of L unions. Finally, 65 per cent of the constitutions 
studied provide for adequate safeguards for the dismissal of national officers who 
fail to perform their duty properly, with the CIO unions once again providing for 
more adequate control than those of the AF of L. There is no question that 
many unions need to improve their safeguards against unscrupulous officers. 
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THE THEORY OF THE AUTOMATIC REABSORPTION 
OF TECHNOLOGICALLY DISPLACED LABOR 


NATHAN BELFER 
Brooklyn College 


The theory of the automatic reabsorption of displaced labor asserts that in- 
ventions are not a cause of unemployment. Any workers rendered unemployed 
by the introduction of a machine are reabsorbed automatically into new posi- 
tions through the operation of various compensating mechanisms. There is a 
considerable literature on this subject.! 

Say’s Law is the basis of the theory of automatic reabsorption of displaced 
workers. The dislocations caused to employment by technical changes are no 
more than a temporary development tending to be corrected automatically. A 
machine when introduced on the one hand sets up forces leading to the displace- 
ment of labor but, on the other hand, it sets up forces at the same time working 
for their reemployment. A machine will decrease the price of a particular good; 
if demand for this good is elastic, its consumption will increase. If the demand 
for the particular good is inelastic, consumers will spend less on this good and 
they will increase their demand for other goods. If prices do not decline, then 
profits will increase. This will lead to increased investment and consumption 
by the employers. Via these three effects, the total amount of employment is 
maintained. The Law of Markets is an automatic one, no permanent displace- 
ment of labor can possibly emerge from the introduction of a machine. 

The general elements in the theory of classical equilibrium are well known; ~ 
the price mechanism is an automatic self-equilibrator controlling the system; 
the concept of an automatic equilibrium—any force disturbing equilibrium will 
automatically set into motion other forces tending to restore it; the Law of Mar- 
kets; the premise of full employment; the principle of substitution to get the 
best combination of factors; the rate of interest and the rate of wages as auto- 
matic regulators. A technical change causes an initial displacement of labor, 
but it also sets in motion forces which tend to restore full employment through 
an increase of production and investment. The only problem of technical change 
is a temporary one of adjustment. It can also be formulated in Boehm-Bawerk’s 
terms. Technical improvements mean a lengthening of the period of production. 
They are introduced when the rate of interest is low and it is profitable to have 
more roundaboutness. There is no net displacement of labor. Labor is shifted 
from the lower to the higher stages of production. 

A technical improvement involves an increased demand for investment funds. 
This causes the rate of interest to rise, which decreases the demand for, and in- 
creases the supply of, capital. Thus there is an automatic check on technical 
progress beyond the facilities afforded by capital accumulation. 


1 Some of the literature is analyzed by Hans Neisser, ‘‘Permanent Technological Unem- 
ployment,’’ American Economic Review, March 1942, pp. 50-72. 
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Clark’s doctrine of synchronized progress states that via the control of the 
price mechanisms, technical progress, capital accumulation, and increasing wealth 
are perfectly synchronized.2 There is no technological unemployment since 
society will always reabsorb at some other point workers who are temporarily 
displaced at any other point. The price mechanism will automatically take care 
of the dislocations of technical progress; it keeps technical change within the 
limits set by the accumulation of capital and the expansion of the consumers’ 
goods markets. 

Marshall, too, thought that the introduction of machinery involved no diffi- 
culties. Machinery implies economy in the use of labor. There is a great in- 
crease in productivity and an expansion of the national dividend. Increased 
capital accumulation will cause a fall in the rate of interest, so that this larger 
national dividend is divided more in favor of labor. There will be a great in- 
crease in the demand for labor from the producers’ goods industries and the 
various new industries which will arise. 

The neoclassical theory recognizes that the process of adjustment does not 
run entirely smoothly. Various rigidities, frictions, lags, and institutional fac- 
tors may prevent the automatic reabsorption mechanism from working itself 
out fully. Price rigidities are a vital factor. They may be in wages, rates of 
interest, monopoly prices, government-controlled prices, or a lag in the change 
of prices relative to one another. Imperfect competition may prevent easy ad- 
justments of price and employment. Monopolies do not have to keep up with 
competitors. They need not try to utilize their resources most effectively. The 
widespread existence of monopoly and quasi-monopoly situations seriously im- 
pairs the elasticity of adjustments. The limited mobility of factors is another 
element hampering automatic reabsorption. Immobility will prevent total re- 
employment and will prolong the period of adjustment. The obsolescence of 
capital in a period of rapid technical change also restricts the opportunities for 
reemployment. J. M. Clark has pointed out the increasing importance of fixed 
capital in the economic system. Fixed capital prevents the immediate read- 
justments demanded by the theory. Time must elapse before the fixed capital 
has been replaced in accordance with the technically induced changes in price 
relations. Overhead costs result in great inelasticity in the amount of productive 
capacity. The combination of heavy fixed costs and an ever fluctuating demand 
may result in the waste of unused capacity.‘ 

In this section we have been concerned merely with a brief exposition of the 
theory of automatic full compensation. We have indicated those restricting 
elements in the system which the theory itself admits. No criticism has been 
attempted. We will now consider several modern defenses of the theory, and 
point out its inadequacies. The theoretical possibility of technological unem- 
ployment can be demonstrated. 

Several recent writers attempting to defend the theory of full compensation 
are Douglas, Bouniatian, and Kaldor. 

2 John Bates Clark, Essentials of Economic Theory, pp. 195-395. 


3 Alfred Marshall, Principles of Economics, Book 4, chap. 9; Book 6, chaps. 2 and 11. 
4J.M. Clark, The Economics of Overhead Costs. 
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Douglas® restates the traditional effects automatically set into motion by the 
introduction of a machine which act to reabsorb the displaced workers: (1) cost 
per unit of output is decreased; (2) price is decreased; (3) profits are increased. 
If elasticity of demand for the dynamic product is unity, there is no change of 
employment in the dynamic industry; if it is greater than unity, employment will 
increase; if it is less than unity, there will be some unemployment in the dynamic 
industry, but there will be increased employment somewhere else because of the 
transfer of purchasing power. Technological change involves merely a shifting 
of labor and perhaps some transitional unemployment. Permanent unemploy- 
ment is impossible. 

The shortcomings of Douglas’ position and that of the equilibrium analysis in 
general can best be demonstrated by an analysis of Say’s Law in its application 
to the problem of technological change. Say’s Law has been frequently crit- 
icized, notably by Sismondi, Malthus, Hobson, Marx, Neisser, and Keynes. 
Lange has pointed out that Say’s Law leaves money prices indeterminate. Say’s 
Law says that increased production means increased purchasing power without 
showing how it happened; it assumes that increased production has already oc- 
curred. If we assumed as a datum that the displaced workers were reabsorbed, 
there would be a net rise in total purchasing power accruing from the increased 
goods they produce. The problem, however, is essentially that of the mechanism 
of reabsorption. The equilibrium analysis assumes an instantaneous readjust- 
ment. The important element, however, is the process itself. 

The displacement of labor does not increase the total net purchasing power of 
the community. The increased profits of the employer, or the savings of the con- 
sumer through a decline in price, merely offset the purchasing power lost by the 
unemployed workers. There is a transfer of purchasing power. However, it is. 
merely sufficient to maintain the former demand for goods; there is no increased 
purchasing power with which to buy added goods, the production of which would 
absorb displaced labor. Moreover, technical change increases the productivity 
of labor so that the same quantity of goods, which is all that the community can 
demand, can be produced by less labor. The purchasing power of the community 
is not sufficient to maintain the former demand for labor. Technical changes 
also decrease the share of wages in the national income. The general propensity 
to consume of the community is decreased. There isn’t a net increase in pur- 
chasing power until part of the displaced workers have been reabsorbed. Labor- 
saving devices redistribute purchasing power, they do not create additional pur- 
chasing power. The increased purchasing power of other groups is offset by the 
decreased purchasing power of the displaced workers. 

Let us examine further the problem of the transfer of purchasing power. We 
have an innovation which increases labor productivity. The same output can be 


5 Paul H. Douglas, ‘“‘Technological Unemployment,”’ American Federationist, Aug.1930, 
pp. 923-950; Paul H. Douglas and Aaron Director, The Problem of Unemployment, pp. 116- 
194. 

6O. Lange, ‘“‘Say’s Law: a Restatement and Criticism,” in Studies in Mathematical 
Economics and Econometrics, edited by Oscar Lange, Francis McIntyre, and Theodore O. 
Yntema, pp. 46-68. Cf. Franco Modigliani, ‘Liquidity Preference and the Theory of In- 
terest and Money,” Econometrica, Jan. 1944, pp. 45-88, specifically p. 70. 


38 NATHAN BELFER 


produced with less labor. Labor costs per unit of output decline; this decline is 
passed on to the consumer in the form of lower prices. If consumers’ demand for 
this good (good A) is inelastic their consumption increases only slightly and their 
total outlay on good A is decreased. The theory then alleges that with their 
additional purchasing power consumers will purchase more of goods B, C, D, 
etc. The workers displaced in industry A are completely reabsorbed by indus- 
tries B, C, D.... 

Assuming for the moment that this transfer of purchasing power does occur, 
we cannot be certain that it will lead to an increase in the demand for labor in 
industries B, C, D . . . which is exactly equal to the labor displaced in industry 
A. The automatic reabsorption theory tacitly assumes that the same labor- 
output ratios prevail in all industries (A, B,C, D...). That is, an output of 
100 units in industry A, where the labor-saving device was introduced, requires 
the same amount of labor as does an outputof 100 units in industries B, C, D... . 
This is an assumption we cannot make. Industries have different production 
functions, and different labor-output ratios. A displacement of 10 workers in 
industry A will not necessarily lead to an absorption of 10 workers in industry B 
even if the total of purchasing power saved by the decline in price of good A is 
transferred into increased purchases of good B. . 

We do nct knov; whether the increased purchasing power flowing towards in- 
dustries B, C, D ... exerts itself fully in the form of increased consumption of 
goods B, C, D.... The theory of full automatic reabsorption here implies that 
the price of goods B, C, D...remains constant. The increase in purchasing 
power may well result in an increase in the price of these goods, as well as in an 
increase in their output. It is doubtful if the effect of the released purchasing 
power and increased demand will be concentrated wholly on increased output. 
Output in industries B, C, D .. . will not increase as much as it would have if 
prices had not risen. The increase in the demand for labor in industries B, C, 
D ...may therefore be less than the initial displacement of labor in industry A. 
The assumption may be made that there is some unused capacity in industries 
B, C, D.... Supply is elastic and output can be increased without any increase 
in price. Even in this special case, however, because of different labor-output 
ratios we are not certain that the absorption of labor in industries B, C, D . . . will 
equal the initial displacement of labor in industry A. 

Secondly, how much of a transfer of purchasing power will actually occur? 
We must know the community’s marginal propensity to consume. Consumers 
may not spend any of the increased real income resulting from the decline in price 
of good A. It may be saved, or kept as idle balances, or only a part of the in- 
creased real income may be spent. A decline in price of a luxury good consumed 
exclusively by the rich will obviously have different effects than a decline in the 
price of a necessity consumed by the great bulk of the community. The former 
may merely result in an increase in idle balances; the latter will very probably 
result in a transfer of purchasing power. Thus we cannot say that in all cases 
there will be a complete transfer of purchasing power as the full reabsorption 
theory implies. Full reabsorption of displaced labor may not result. 
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Lastly, will there be a decline in price of good A? The phenomena of price 
rigidities over a widespread area of the economic system has been noted by many 
writers.’ Prices will necessarily fall in industry A only if there is free competi- 
tion and freedom of entry. A firm in industry A which enjoys the labor-saving 
improvement finds that its marginal costs have decreased. It must cut its price 
to protect its own competitive position. If it doesn’t, other firms in the industry 
adopting the improvement will, by cutting price, take the entire market over. 
In a freely competitive situation, firms have an inducement to discover and in- 
troduce cost-reducing innovations in order to improve their position vis-a-vis 
their competitors. 

In a monopolistic or oligopolistic situation what can we expect? There is no 
need for a firm operating in an atmosphere free from competition to reduce its 
price in accordance with a new lower marginal cost schedule. There is no fear 
of price cuts by a competitor, or of new firms entering the industry. There may 
be no decline in price, and all the gains of the labor-saving device go to the owners. 
If all the gains of increased productivity are kept by the owners there is a redistri- 
bution of income in favor of the larger income recipients. The community’s 
marginal propensity to consume declines. Owners may use only a part of their 
increased incomes in purchasing more of goods B, C, D....The displaced 
workers will remain unabsorbed. In a monopolistic or oligopolistic situation 
there is a favorable setting for the growth of permanent technological unemploy- 
ment. 

One further point. The theory of full absorption tacitly assumes a high de- 
gree of mobility for labor. That is, the transfer of purchasing power from indus- 
try A to industries B, C, D ... is simultaneously accompanied by a transfer of 
displaced workers from industry A. This is true unless there are already un- 
employed, or underemployed men in industries B, C, D. . . . In this case the un- 
employed workers in industries B, C, D...are absorbed. The total employ- 

‘ment situation is unchanged, and the technologically displaced men in industry 
A would not be reabsorbed by the transfer of purchasing power. 

Let us assume, however, that an expansion of production in industries B, C, 
D ...can only occur by the use of additional new workers. Will the unemployed 
in industry A readily transfer to other industries? No general answer, of course, 
can be given. Each individual case must be considered by itself. However, 
it is generally known that the mobility of labor is very low. Labor stays put, it 
dislikes to move.* Will technologically displaced workers quickly move to 
other localities, to other kinds of jobs? It would appear that they would not 

7 A considerable amount of literature has appeared on the price rigidity problem. Some 
articles are: E. Doblin, ‘‘Some Aspects of Price Inflexibility,”’ Review of Economic Statistics, 
Nov. 1940, pp. 183-189; Alvin H. Hansen, ‘‘Price Flexibility and Full Employment of Re- 
sources,” The Structure of the American Economy, Part II, Towards Full Use of Resources, 


pp. 27-34; E. S. Mason, “Price Inflexibility,’’ Review of Economic Statistics, May 1938, pp. 
53-64. 

8 Cf. E. Wright Bakke, The Unemployed Man, pp. 130-134, 262; Henry Clay, The Post-War 
Unemployment Problem, p. 118; Goronwy H. Daniel, ‘‘Some Factors Affecting the Movement 
of Labor,” Oxford Economic Papers, No. 3, Feb. 1940, pp. 144-179. 
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do so readily. For the transfer of purchasing power to have effect in reabsorb- 
ing labor, measures must be taken to increase the mobility of labor. The mobil- 
ity problem is so important that Beveridge has made the organized mobility of 
labor one of the three conditions for the achievement of full employment.®° 

The total purchasing power argument of the full reabsorption theory does not 
hold under all conditions. The transfer of purchasing power cannot be depended 
upon to secure the complete reabsorption of technologically displaced workers. 

The full reabsorption theory has another argument stating that technological 
unemployment can be avoided through adjustments in the rate of wages. It is 
admitted by the theory that the introduction of a machine will initially displace 
some workers. Unemployed men are thrown on the labor market. The con- 
sequent pressure for available jobs will reduce the prevailing level of wages. 
According to the marginal productivity analysis this will lead to a decline in the 
price of those goods produced by industries using much labor and little capital. 
There is an increased demand for these goods, and resources are transferred from 
industries with high capital-labor ratios to industries with lower capital-labor 
ratios. The displaced men are thus reabsorbed in the latter industries. Sec- 
ondly, the decline in wages may lead to a change in productive methods in in- 
dustry in the direction of less roundabout methods using relatively more labor. 
Wicksell used the wages argument in an attempt to prove that Ricardo’s con- 
clusions concerning the effects of the introduction of machinery on labor were in- | 
correct.'° The argument has been restated by Kaldor." 

Money wage rates are, today, quite rigid. Under the regulation of trade 
unions and government agencies the fall in money wage rates postulated by the 
theory may not occur. Aside from these practical difficulties, the reabsorption 
of displaced workers via the wage mechanism presents other problems. 

There has, of course, been considerable discussion on the relationship between 
wage rates and the quantity of employment. There are those who maintain 
that a general reduction in wages would bring about an increase in employment. 
A reduction in wage costs in a particular industry will decrease unit costs of pro- 
duction. Price drops, there is an increase in the demand for goods, and a cor- 
responding increase in the demand for labor. Professor Pigou maintains that a 
general cut in money-wage rates will reduce real wages."* Employment will 
then increase to the point where the new level of real wages, and the marginal 
product of labor are equated. Among the other economists who maintain that 
with flexible wages unemployment would be only temporary and frictional are 
Knight, Ellis, Simons, Viner, and King. 

® William H. Beveridge, Full Employment in a Free Society, pp. 170-175. 


10 Knut Wicksell, Lectures on Political Economy, edited by Lionel Robbins, Vol. I, pp. 
133-144. 

11 Nicholas Kaldor, ‘‘A Case Against Technical Progress?’’ Economica, May 1932, pp. 80- 
96. 

12 The Theory of Unemployment; ‘‘Real and Money Wage Rates in Relation to Unemploy- 
ment,” Economic Journal, Sept. 1937, pp. 405-422; ‘“‘Money Wages in Relation to Unemploy- 
ment,’’ ibid., March 1938, pp. 134-1388; Employment and Equilibrium; ‘‘Models of Short- 
Period Equilibrium,” Economic Journal, June-Sept. 1942, pp. 250-257; Lapses from Full 
Employment. 
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To the first argument the Keynesians have asserted that a wage reduction 
would decrease the community’s income. Although prices fall, the community 
cannot increase its total purchases. Employment is thus unchanged. To the 
second argument it has been pointed out that a decline in real wages is difficult 
to achieve under competitive conditions. A decline in money wages will be ac- 
companied by a fall in prices, leaving real wages unchanged. Wages can affect 
employment only through the propensity to consume, or one of the variables that 
determine investment. A wage cut can have favorable effects on employment 
only through the rate of interest. A decline in wages increases the quantity of 
money in real terms. The interest rate will fall in accordance with the schedule 
of liquidity preference. Lower interest rates will stimulate investment. This 
effect, however, is very uncertain. Risk and expectations are more important 


than changes in the interest rate in making investment decisions. As Hicks 
points out: 


Interest is too weak for it to have much influence on the near future; risk is too strong 
to enable interest to have much influence on the far future. . . .18 


Besides, the rate of interest may be at Keynes’ minimum and a wage cut will 
not reduce it any further.* Professor Lange has recently asserted that the clue 
to the problem is to be found in the substitution between goods and money. 
There is no need to analyze wage rates and employment separately, “for the rela- 
tion between changes in money wage rates, and the demand for labor is but a 
special case of the relation between the change of the price of and theemployment 
of a factor of production.’”"* Since price flexibility is a destabilizing force, he ad- 
vocates the fixing of wage rates as a means of securing economic stability. 

The effects of a wage cut are still an unsettled question in economic theory. | 
In the long run, a decline in wage levels may have an influence on the quantity of 
employment. In the short run, however, reabsorption of displaced workers 
may not be effected via the mechanism of a decline in wage rates. There may be 
some reabsorption, but it need not equal the quantity of technological displace- 
ment.!? Moreover, reemployment of displaced workers at lower wage levels in- 

13 J. R. Hicks, Value and Capital, p. 226. 

4 There is, of course, a very large body of literature on the relations between wages and 
employment. Some items are: J. M. Keynes, The General Theory of Employment Interest 
and Money, chap. 19; H. M. Somers, ‘‘Money Wage Cuts in Relation to Unemployment,” 
Review of Economic Studies, Vol. 6, pp. 161-163; N. Kaldor, ‘“Money Wage Cuts in Relation 
to Unemployment: A Reply to Mr. Somers,” ibid., Vol. 6, pp. 232-235; R. B. Bangs, ‘‘Wage 
Reduction and Employment,’’ Journal of Political Economy, Vol. 50, pp. 251-271; R. M. 
Bissel, Jr., ‘Price and Wage Policies and the Theory of Employment,’’ Econometrica, July 
1940, pp. 199-239; Nicholas Kaldor, a review of A. C. Pigou’s Employment and Equilibrium 
Economic Journal, Dec. 1941, pp. 458-473; Modigliani, op. cit.,; S. C. Tsiang, ‘‘Professor 


Pigou on the Relative Movements of Real Wages and Employment,’’ Economic Journal, 
Dec. 1944, pp. 352-365. 


15 Oscar Lange, Price Flexibility and Employment. 

16 Thid., p. 1. 

17 Professor Haberler has summed up much of the discussion relating to the relationships 
between wage and price flexibilities and unemployment. See Prosperity and Depression, 
pp. 237-244, 395-405, 491-503. 
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troduces an element of disguised unemployment. By our definition, there has 
been no technological unemployment only if there is the same amount of employ- 
ment at the wage rz.te which preceded the introduction of the machine in question. 

The wage argument assumes that technical conditions of production are such 
that changes in wage rates will induce changes in the quality of equipment. Can 
we assume that the production function is so elastic as to allow a high elasticity 
of demand for labor in response to a change in wages? Modern production usu- 
ally requires a very definite combination of labor and capital to perform a spe- 
cific task. This is particularly true of large-scale production. The production 
function may be rigid so far as the labor-capital ratio is concerned. In the short 
run a given quantity of capital cannot be made to combine with different quan- 
tities of labor as the traditional marginal productivity analysis implies. Daniel- 
ian has pointed this out for the telephone industry: : 


In many industries, such as power and telephone, the requirements for help are dis- 
tinctly limited by technological factors, and no additional help could be employed without 
cluttering the plant... the operating personnel that can be employed in a telephone 
exchange or a power station, at whatever price, is limited by the requirements of the 
technique and the prevailing policies with regard to hours of labor. The more mecha- 
nized the industry, the less will be the effect of lower wages upon employment.?® 


Robertson points out that there are severe limits to the elasticity of demand for 
labor in response to a lowering of wages.'® He feels that there is nothing more © 
than a very general relationship between the rate of wages and the amount of 
employment. Professor Leontieff’s study indicates that the relationship be- 
tween labor and capital is more one of complementarity than substitutability.?° 
In the long run labor and capital are substitutable for one another. In the short 
run, however, due to technical rigidities their relationship is probably comple- 
mentary. Very considerable price changes would be necessary to induce any 
large amount of substitution between labor and capital in the short run. Such 
great price changes would be undesirable because they would be very unstabiliz- 
ing to the economic system. 

It is idle to expect industry to revert to an older method of production using 
relatively more labor and less capital when the rate of wages declines. In mod- 
ern machine production, particularly belt-line mass production, cost per unit of 
output is so very much lower than production by the hand methods of a century 
ago, that only a very considerable decline in wages could induce a reversion to 
the older methods of production. Even with a vastly lower wage rate, the pud- 
dling process would be less profitable than the open hearth process in the steel 
industry. Besides, much of today’s production can be carried on only with 
huge quantities of capital goods. It is technically impossible to revert to less 
capital-using methods in many fields. 

18N.R. Danielian, A. T.andT., p. 219. 

19D. H. Robertson, ‘‘Wage Grumbles,”’ in Economic Fragments. 

20 W. W. Leontieff, The Structure of the American Economy, 1919-1929, pp. 39-41. See also 


N. Kaldor, “Stability and Full Employment,” Economic Journal, Dec. 1938, pp. 642-657. 
21 Neisser, ‘‘Permanent Technological Unemployment,” op. cit., p. 66. 
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Lederer’s work” led Bouniatian and Kaldor to attempt a restatement of the 
full compensation theory. Bouniatian restates J. B. Clark’s doctrine of syn- 
chronized progress.2* He accepts the automatic and immediate working of 
Say’s Law. Displaced workers may suffer a loss of purchasing power. How- 
ever, this is immediately compensated for by the increase in the purchasing power 
of employers and other consumers. Employment will be increased by reverting 
to a lower form of production using less capital and more labor. He feels that the 
employment created in the construction of the new machines is not sufficient to 
absorb all the displaced workers. On balance, however, via the various compen- 
sation mechanisms, technological unemployment is eliminated. Society always 
has a place for workers displaced at any point in the system. 

For Kaldor, the problem of technological unemployment is nothing more than 
a transitional problem arising from the rigidity of wages.** Labor will be re- 
absorbed, except when the elasticity of demand for labor is zero. He finds that 
the long-run elasticity of demand for labor is never zero, and may be greater 
than one. If wages could be reduced to the proper level, industries using rela- 
tively more labor than the economy at large would be stimulated. The unem- 
ployed would be reabsorbed and there would be no technological unemployment. 
A part of his analysis rests on the Hayekian theory of capital. Our criticism 
of the purchasing power and wages arguments of the theory of full absorption 
can be applied to these writings of Bouniatian and Kaldor. 

The theory of the automatic reabsorption of displaced labor fails to prove 


satisfactorily that the economy will automatically reabsorb all technologically 
displaced workers. 


22 Emil Lederer, Technischer Fortschritt und Arbeitslosigkeit. 


23 Mentor Bouniatian, ‘‘Technical Progress and Unemployment,” International Labor 
Review, March 1933, pp. 327-349. 


Kaldor, Case Against Technical Progress?” p. 193. 


‘25 Kaldor has since modified his theory of capital. Cf. ‘“‘Capital Intensity and the Trade 
Cycle,’”’ Economica, Feb. 1939, pp. 40-67. 


ECONOMIC ASPECTS OF SOUTHERN GRAIN RATES* 


MERRILL ROBERTS 
University of Florida 


The existing structure of rail rates applying on grain and grain products mov- 
ing into the South is characterized by several features which have significant 
implications for the consumption and processing of grain and its products in the 
Southeast. The amount spent by consumers for these products and the econo- 
mic importance of the grain processing industry make this subject one worthy of 
examination. 

Two of the important features identified are typically of general application to 
grain rates throughout the country. These include the equality of rates on 
grain and grain products and the extensive granting of transit privileges.’ 
Although the latter is a characteristic of general application in all areas, transits 
are allowed more liberally in the South than elsewhere. 

In addition to the above, there are a number of important features of the grain 
rate structure which have particular application in connection with grain move- 
ments into the South. The most significant of these characteristics is probably 
the high level of rates which prevails in the South, resulting from the position of 
that region as a deficit area in grain production. Another feature is the elaborate — 
process by which rates from producing origins to southern destinations are made 
equal through alternative routes based on the important Ohio and Mississippi 
River crossings or gateways.2 This characteristic, brought about by competi- 
tive forces, is called gateway equalization, and has resulted in an extremely com- 
plicated rate adjustment. Also of significance is the recent application of ex- 
ocean and ex-river proportional rates* from selected South Atlantic, Gulf, and 
Mississippi River ports. A final important characteristic peculiar to the southern 
grain rate structure is the relatively small spread between the carload and less 
than carload rates on grain in that area. 

These characteristics will be discussed in some detail and their implications 
indicated. The treatment accorded is suggestive rather than exhaustive since 
a detailed examination of some of the features indicated would constitute ap- 
propriate subjects for separate papers. It is hoped, in fact, that this cataloging 

* This paper was written in its main outlines while the author was a member of the staff 
of the Navigation and Transportation Branch, Tennessee Valley Authority. In addition 


it reflects valuable suggestions subsequently made by Professor T. C. Bigham of the Uni- 
versity of Florida. 


1 Described below. 

2A “gateway” is a point at which freight moving from one rate territory to another is 
interchanged between transportation lines serving the different territories. The principal 
gateways to Southern territory are cities on the Ohio and Mississippi rivers. 

3 These ex-water proportional rates are applicable from the port to final destination on 
shipments moving to the port by water. Taking account of the previous movement, the 
proportional rate is treated as a component of the through rate from origin to final destina- 
tion and is accordingly less than the local rate from the port to the destination. 
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of some of the main aspects of the grain rates, with suggestions as to their 
significance, may point the way to further work in this area of economic research. 


I 


The position of the South as a deficit grain area has strongly conditioned its 
rate structure. Having no exportable grain surplus, southern producers have 
not sought low transportation charges to permit them to reach competitive 
markets. On the contrary, since their grain is marketed locally, they have 
pressed for a high level of rates because of its effect of increasing local grain 
prices. Nor are commercial grain interests, including processors and distri- 
butors, concerned with the absolute level of rates within the South, but rather 
with the relationship between rates as a competitive matter. Both groups are 
thus content that grain traffic bear a relatively heavy share of the transportation 
burden.5 

Local carload rates on grain within the South have averaged about 21.5 per 
cent of the first-class rate,® a level which was estimated in 1945 to be about 40 
per cent above the Western Trunk Line interior grain scale.’ These high local 
rates have, in turn, contributed to the high level of through rates which pre- 
vails from central and western origins to southern destinations, since the through 
rates are combinations of the rates to and from the gateways to the South. 

Gateway equalization has arisen from the voluntary action of the carriers 
and is a reflection of carrier and market competition. A half century ago 
important grain-distributing markets developed at the gateway cities, princi- 
pally the Ohio and Mississippi river crossings. The carriers bringing grain to 
these gateway cities are typically different from those moving it from the gate- 
ways to the southern destinations. The two sets of carriers which reach these 
cities are interested in expanding the markets of the distributors they serve in 
order to maximize their own grain traffic. The resulting competition for the 
through traffic has conditioned both the inbound and outbound rates, the ul- 
timate result being a complex system in which the through rates from important 
origin areas to destinations in the South are made equal regardless of the gateway 


through which the shipment moves. Gateway equalization is thus essentially 
an equalization of routes. 


4 Since grain prices in deficit areas approximate the central market price plus cost of 
transportation from the central market. 

5 This is confirmed in a recent broad investigation of grain rates in the South. In its 
report in this case the Interstate Commerce Commission explicitly indicated the lack of 
interest in the level of rates on the part of southern interests. See Grain To, From and 
Within Southern Territory, 259 ICC 629, 646 (1945). This report will hereafter be referred 
to as the Southern Grain Case. 

6 Ibid., p.668. This relationship prevailed at the time of the report in the Southern Grain 
Case, but it has doubtless since been somewhat altered by the recent general rate increases 
which, on one occasion, provided a different percentage increase for grain than for class 
rates (ExParte 162, Increased Railway Rates, Fares, and Charges, 1946, 266 ICC 537, 1946). 

7 Ibid., p. 646. The so-called Western Trunk Line interior scale was prescribed by the 
commission for application in Western Trunk Line territory in the absence of specifically 
named rates, and presumably fairly reflects the level of rates in that territory. 
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The equalized gateways are the Ohio River crossing cities of Cincinnati, 
Louisville, Evansville, and Cairo; St. Louis and Memphis on the Mississippi 
River; and to a limited extent the so-called “Virginia cities.” Equalization 
does not generally apply to the Mississippi River crossings south of Memphis. 

The adjusted outbound rates from the gateway cities to destination, which 
effect the equalization, are known as proportional rates. The through rate is 
thus a combination of the rates to the gateways plus the proportional rates be- 
yond, the latter being adjusted to compensate for differences in the inbound 
rates. The rates from the different producing regions to the gateway cities are 
themselves combinations of the local rates into the primary markets (Min- 
neapolis, Kansas City, Omaha, and others), plus proportional rates to the gate- 
ways. 

The Southern proportionals are based on a key proportional from Louisville 
to Atlanta. They average about 85 per cent of the corresponding local rates, 
although this relationship is not uniform.® 

In some cases these “normal” proportional rates from the gateways do not 
effect an equalization of routes from some important origins. In such cases an 
additional set of proportionals, lower than the “normal” proportionals, are 
applied. These are called “shrinkage” proportionals, and can best be explained 
by an illustration. The rates on grain and grain products from certain origins 
in Central and Western territories to the gateways, when destined for the 
South, are 3 cents per hundred pounds higher to Cairo and Evansville and 6 cents - 
higher to Louisville and Cincinnati than to St. Louis. The normal proportionals 
to Southeastern territory from these gateways are the same from Cincinnati, 
Louisville, Evansville, and Cairo and 3 cents higher from St. Louis. The through 
rate would thus be equalized through St. Louis, Cairo, and Evansville, but would 
be 3 cents higher through Cincinnati and Louisville than through the other 
gateways. To effect equalization of the gateways, ‘shrinkage’ proportionals 
are applied from Cincinnati and Louisville 3 cents less than the normal pro- 
portionals, applicable only on traffic from specific origins necessary to effect 
equalization. The through rate from these origins is thus equalized via all five 
of the gateways. 

Another technique for attaining gateway equalization is to apply the through 
combination rate®’made via one gateway over another gateway. For example, 
Memphis is equalized with St. Louis by this means on traffic to the Southeast 
from Illinois, Iowa, part of Missouri, and Omaha. The through rate via St. 
Louis to destination is applied via Memphis, allowing transit at that point. The 


8 Ibid. Thisrelationship, prevailing at the time of the report in the Southern Grain Case, 
was probably not greatly altered by the series of general rate increases subsequently 
granted, as both factors in the relationship would typically be increased by the same per- 
centage. 

® That is, the total charge from origin to final destination, made up of the several com- 
ponents previously indicated, including the local rate to the primary market and the pro- 
portional rates to the gateway and from the gateway to destination. 
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rate from Memphis to destination is the transit balance,!° which is less than the 
applicable proportional rate. 

By this elaborate complex of proportionals, shrinkage proportionals, and 
transit balances, many through rates are equalized via Cincinnati, Louisville, 
Evansville, Cairo, St. Louis, and Memphis. Not all rates from all central and 
western origins to all southern destinations are so equalized, but equalization 
does apply from the most important of the grain-producing areas with the 
exception of the Southwest. 

Although the combinations described above are the usual arrangement, there 
are some one-factor through rates. Such rates apply from southeastern Missouri 
and southern Illinois, Indiana, and Ohio because the local rates from these origins 
to the gateways, plus the proportional rates to destination, would be lower than 
the local rates from the gateway to the destinations. 

The process of equalization has resulted in extreme inconsistencies in the 
rate structure from a distance point of view. For example, the applicable rate 
from both St. Louis and Memphis to Nashville prior to the series of recent 
general increases was 20 cents per 100 pounds, although the distance is 318 
miles from St. Louis and only 230 miles from Memphis. Similarly, the distance 
from St. Louis to Kuttawa, Kentucky, is 201 miles and to Lewisport, Kentucky, 
269 miles; but the rates were 12 cents and 13 cents respectively. 

A recently instituted feature of the southern grain rate structure is the appli- 
cation of ex-barge and ex-ocean proportional rates on the rail movements of 
grain and grain products. These were initially established by the commission 
in a proceeding decided February 13, 1945,” but have since been altered in a 
subsequent finding. 

The ex-ocean proportionals apply on grain and its products arriving by ocean 
common carriers at certain Gulf and South Atlantic ports, including Wilmington, 
Charleston, Savannah, Jacksonville, New Orleans, Mobile, and Pensacola. 
Traffic moving to interior points is shipped from the ports by rail at rates 85 
per cent of the local rate applicable from the port to destination. The 85 per 
cent relationship is based on the average relationship which prevailed between 
ex-rail proportionals and the local rates from the gateways to southern destinations. 
The traffic normally consists largely of flour from the Pacific Northwest, al- 
though some grain is involved. 

In the same proceeding ex-barge proportionals were established from the 
Mississippi River ports of Memphis, Cairo, St. Louis, and New Orleans on grain 
and its products moving to these ports by common carrier barge line. From St. 
Louis and Cairo to the South and from Memphis to destinations in Carolina 
territory, the ex-barge proportional was established initially as the highest ex- 
rail proportional applying to that movement. To the South from New Orleans 

10 A transit balance is the balance of the through rate from origin to final destination 
which applies from the intermediate point where the shipment is stopped in transit. 


11 Grain To, From and Within Southern Territory, 259, ICC 629, 651 (1945). 
12 Grain To, From and Within Southern Territory, 259 ICC 629, (1945). 
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and to Southeastern and Mississippi Valley territories® from Memphis, the 
ex-barge proportional was established at 85 per cent of the applicable local rate. 

The basis of these proportionals has been subsequently made more favorable, 
however, as a result of a petition for reconsideration by the Federal Barge 
Lines. The amended basis, effective October 21, 1948, provides that the ex- 
barge proportionals from these Mississippi River ports shall not exceed the 
applicable ex-rail proportionals from these gateways to the same destinations.“ 
This revision is of significance because in many instances, as has been noted, there 
are different ex-rail proportionals applying from the gateways, depending on the 
origin area of the grain. It will be observed that the former prescription pro- 
vided for the use of the highest ex-rail proportional, or alternatively, a basis 
85 per cent of the local rate, the purpose of the latter adjustment also being to 
avoid extending the more favorable ex-rail rates to the ex-barge traffic. Under 
the revision, ex-barge traffic is accorded the same treatment as the ex-rail, 
which, in many cases, is more favorable to ex-barge grain than the previous 
prescription.® 

As indicated, these ex-barge proportionals have thus far been confined to 
movements from the important Mississippi River ports. Despite the develop- 
ment of a significant volume of grain movement on the improved Tennessee 
River, and the promise of substantial economies from that movement, similar 
ex-barge proportionals have not been established from the Tennessee River 
ports. In fact, the need for the application of such rates from these ports has 
not as yet been formally presented before the Interstate Commerce Commission. 

Also of significance in the grain rate adjustment is the fact that the rates on 
grain and primary grain products (flour, bran, etc.) are usually the same, despite 
the fact that the cost of transporting flour was at one time estimated as 25 per 
cent greater than the cost of transporting wheat." This relationship has been 
under question before the commission on several occasions but has consistently 
withstood attack. This equality, which prevails not only in the South but 
throughout most of the country, applies on movements from the important 
primary markets to the South. 

18 The South is divided for rate purposes into three subterritories which are sufficiently 


self-explanatory as to extent for this purpose: Mississippi Valley, Carolina, and South- 
eastern. 

14 Grain To, From, and Within Southern Territory, 270 ICC 713, (1948). 

6 This is an application of a principle enunciated by the U. 8. Supreme Court in the so- 
called Mechling Case. The Court there decided that in view of the congressional mandate, 
in the expression of the national transportation policy in the Interstate Commerce Act, to 
preserve the inherent advantage of each mode of transport, rates could not be assessed on 
ex-barge grain moving by rail from Chicago to the East which were higher than those ap- 
plied to ex-rail grain unless there was a showing that it cost the carriers more to handle the 
ex-barge traffic. The contrary procedure, it was held, would deprive shippers by barge of 
the inherent advantages of that mode of transport. As suggested by the subsequent re- 
vision of the ex-barge proportionals to the South, this decision will doubtless have signifi- 
cant implications for regulatory policy. 

16 Rate Structure Investigation, No. 17000, Part VII, Grain and Grain Products, 164 ICC 
706, 710 (1930). 
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Rates for less-than-carload shipments of grain in the South are unusually low 
relative to the carload rates, the divergence between the two sets of rates being 
less than prevails elsewhere. This results from the fact that the carload rates 
are relatively high while the less-than-carload rates are at a more normal level. 
This feature can be traced to the influence of water competition, which has been 
of considerable historical importance in shaping many rate adjustments in the 
South. Southern rail carriers early established ‘any quantity” rates!? on grain 
to meet the competition of water lines which quoted rates on that basis. Dif- 
ferentials between carload and less-than-carload rates appeared gradually through 
the years, arising largely from reductions in the rates for carload quantities, 
established either voluntarily by the carriers for competitive reasons or at the 
instance of state regulatory commissions. The differentials were then widened 
by general percentage increases or decreases in rates which affected carload and 
less-than-carload rates differently. Finally, in 1936, a new general relation- 
ship was established, providing less-than-carload rates only 5 cents per 100 
pounds higher than the corresponding carload rates. 

The small millers and grain dealers in the South have, in general, contested 
the departure from the “any quantity” basis, as their competitive position rel- 
ative to larger firms is improved by rates which are the same for small as for 
large quantity movements. The large concerns have, on the other hand, 
favored the carload differential. 

An extremely important aspect of the grain rate structure is the widespread 
granting of transit privileges. Transit is allowed for various purposes on other 
commodities as well, but not nearly to the extent which prevails in the case of 
grain. Under the terms of this privilege, grain may be stopped off at an inter- 
mediate point for processing, storage, or other commercial operations, paying the 
applicable rate from origin to this intermediate point. Upon resumption of 
movement to final destination, the freight rate assessed is the balance of the 
through rate from origin to final destination, rather than the applicable rate 
from the intermediate point to destination, the former almost invariably being 
considerably less than the latter. 


II 


The features of the grain rate adjustment which have been pointed out are of 
considerable importance to the South in connection with its use of grain and 
grain products. Their net effect would seem to be to raise the prices of these 
commodities in the South and to restrict the extent of southern manufacture of 
grain products. 

The unusually high level of rates which obtains, while a matter of indifference 
to some interests, is obviously detrimental to the users of grain and grain products. 
Certainly the advantage of higher prices obtained by southern grain producers 

17 On this basis the rate is the same regardless of the quantity offered for movement. It 
is distinguished from the usual basis under which a minimum weight requirement is imposed 


for a shipment to qualify for the carload rate. Shipments of less than this weight bear the 
higher less-than-carload rate. 
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for the relatively small volume raised in the South is more than offset by the 
higher prices paid by other southern groups for total volume used. 

This is not an unimportant consideration, as transportation costs account for 
a relatively large share of the value of grain and its products. In 1941 freight 
revenue accounted for 10.40 per cent of the value of wheat at destination, 12.85 
per cent of the value of corn, 13.26 per cent of oats, 15.15 per cent of barley and 
rye, 7.27 per cent of flour, and 8.11 per cent of corn meal.'® 

The practice of gateway equalization does not so directly militate against 
grain consumption, but it too is probably of a detrimental nature in so far as 
transportation costs are concerned. With all important gateways equalized 
traffic isnot moved over the shortest route. Asa result, the requirements of the 
southern market for grain and grain products are not satisfied most economically 
by the minimization of aggregate transportation service. Accordingly, an un- 
measured volume of wasteful transportation occurs, which adds to the cost of 
moving not only grain but all products. This fact may not directly influence 
the charge for transporting grain, but it does increase the total transportation 
bill, of which grain must bear a share. 

It is recognized that substantial interests have been built up which are pred- 
icated on the existing rate relationships and that the elimination or minimiza- 
tion of this feature of the grain rate structure, if it occurs, must be gradual. 
It may well be that it offers advantages which offset the indicated disadvantages, 
but it is clear that the practice of gateway equalization does result in costly 
transportation service. 

The institution of ex-barge and ex-ocean proportional rates has helped to a 
limited extent in securing lower transportation charges on grain and grain prod- 
ucts. By this device more of the economies of water transportation are pre- 
served to the shippers, making possible the lowering of prices to consumers. 
The precise effect that this development has had on specific prices is not known. 
But it is likely that in the long run the strongly competitive situation in the 
grain trade will insure that lower transportation charges will be reflected in 
consumer prices. However, these ex-water proportionals are not of general 
application, none being in effect from Tennessee River ports, for example, 
despite a growing volume of grain movement on that waterway. 

It is not clear what effect the practice of making identical rates on grain and 
grain products has on the price of the latter. Its significance in connection with 
the location of milling activity, however, is apparent. There are two aspects of 
the milling process that render indeterminate in precise terms the question of 
the effect of this equality of rail rates on location of processing, namely weight 
loss and the recovery of commercial byproducts. However, the implications 
may be indicated in general terms. 

Flour accounts for about 70 per cent of wheat by weight; that is, 100 pounds 
of wheat yields roughly 70 pounds of flour, the remainder consisting largely of 
bran and middlings. If the two alternatives were to ship 100 pounds of wheat to 
a given destination or the flour and all byproducts produced from this 100 pounds 


18 ICC, Freight Revenue and Value of Commodities, Statement No. 4329, 1943. 
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of wheat, the equality of rates would be neutral in determining the relative 
economy of the two alternatives, except for any slight weight loss which might 
occur. At the other extreme, if the alternative were to ship 100 pounds of wheat 
to a given destination or the 70 pounds of flour produced from it, with the by- 
products left out of account, transportation economy would dictate the shipping 
of flour instead of wheat, as long as the rates were the same. To the extent that 
all byproducts are not shipped to the same destination as the flour, transporta- 
tion economy dictates the shipment of flour instead of grain. The most realistic 
assumption is that not all byproducts are shipped to the flour destinations, 
particularly in view of the fact that the byproducts, used largely for animal 
feeds, are mostly required in or near the grain-producing areas. The effect of 
this aspect of the existing rail grain rate structure is thus to pull grain processing 
toward the grain-producing centers and away from the markets. This tendency 
is strengthened by the usual imposition by carriers of heavier minimum weight 
requirements on grain than on grain products. 

There is an abundance of empirical evidence to substantiate this view. The 
important milling centers are generally in or near the grain-producing regions. 
Further, it is clear that the southern states produce only a fraction of their grain 
product requirements. For example, 1,810,966,000 pounds of flour were termin- 
ated in carload movements by rail in the five states of Alabama, Georgia, North 
Carolina, South Carolina, and Tennessee during 1945.1° With a total estimated 
population of 14,294,000 for these states in that year, these terminations 
amounted to 127 pounds per capita. As the per capita consumption of flour in 
United States is about 160 pounds annually, it can be seen that only a small 
part of the requirements is locally milled. 

The development of water transportation is of great indiana’ in this connec- © 
tion in that the rate equality on grain and its products is thereby destroyed. 
Water rates on grain are not on a parity with those on grain products, and are 
considerably less than rail rates on these products. There would thus be an 
expectation that the development of a substantial water movement of grain 
would result in some shifting of processing activity from the grain origin toward 
the market for the grain products. This expectation is in fact being fulfilled 
in the Tennessee Valley region where operations of Alabama Flour Mills, Cargill, 
Norris, and other large grain processors have been established since the improve- 
ment of the Tennessee River navigation channel. 

The liberal granting of transit privilege has had much to do with such dispersal 
of grain processing as now exists. If the stopping of grain at an intermediate 
point for processing entailed the assessment of the local rates into and out of 
the intermediate point, instead of the lower through rate, the tendency to process 
grain near the producing areas would be greatly accentuated. The transit 

19 ICC, Tons of Revenue Freight Originated and Tons Terminated in Carloads by Classes 
of Commodities and by Georgraphic Areas—Class I Steam Railways, 1945. This figure repre- 
sents terminations’’—total terminations minus originations ineachstate. This serves 
to neutralize intrastate shipments and to approximate the inshipments from outside the 


5-state area. It is assumed that all originations in each state terminate in the state, which 
is realistic in the case of a deficit commodity. 
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privilege thus tends to offset to a limited extent the implications of the equality 
of rates on grain and grain products. 

The close relation between carload and less-than-carload rates has doubtless 
been beneficial to small-scale grain processors and distributors in the South, 
allowing them to ship in small lots at rates which enable them to compete on 
more even terms with large shippers. Along with free transit, it has contributed 
to the widespread establishment of small flour and feed mills. But its stimula- 
tive powers should not be overemphasized. The relationship has probably not 
increased the total amount of processing in the South, acting merely to favor the 
small processor relative to his larger competitors. Further, the main problems 
in connection with grain transport concern the movement of the grain and its 
products into the region from the producing areas, and the less-than-carload 
rates are of little significance in this sphere. Of much greater importance to 
both prices and the geographical processing pattern are the carload rates. 
And it must be remembered that the narrow margin between the two sets of 
rates arises largely from the high level of carload rates, not from a low level of 
less-than-carload rates, thus any advantages may be dearly purchased. Finally, 
the economic soundness of the relationship may be questioned in so far as it 
fails to reflect the difference in the cost of handling the two types of shipments. 


Ill 


To summarize, the country’s railroad grain rate structure is unique in many © 
respects, and the southern adjustment has developed additional peculiarities of 
its own. 

Prices of grain and grain products are doubtless forced upward to some extent 
by the high level of carload rates which prevails in the South, and to a lesser 
extent by the process of gateway equalization. This tendency is offset some- 
what by the application of ex-water proportional rates on grain which help to 
preserve the economies of water transportation, although they have not thus far 
been widely applied. 

Southern processing of grain has probably been retarded by the prevailing 
equality of rates on grain and grain products. However, the force of this 
equality has been weakened to some extent by the growing water movement of 
grain into the South as a result of the improvement of the Tennessee River and 
of the application of the ex-barge proportionals from Memphis and Cairo. It is 
further offset somewhat by the transit privilege. It is doubtful if the close 
relationship between carload and less-than-carload rates has significantly affected 
the volume of processing in the South. This feature has, however, encouraged 
the small-scale processors. 
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“ REGIONAL IMPLICATIONS OF MARGINAL COST 
RATE MAKING 


JAMES M. BUCHANAN 
University of Tennessee 


It is generally accepted that the allocation of resources which will yield the 
maximum return in economic goods and services can be secured only when all 
prices are made to equal marginal costs. This definition of the optimum applies 
not only to industries which are normally competitive, or can be made so by 
antimonopoly action on the part of government, but equally to those industries 
the structural characteristics of which serve to make them “natural monopolies,” 
i.e., subject to long-run decreasing average total costs over a significant range of 
output. In the case of such decreasing cost industries, it has been shown that the 
optimum allocation of resources is secured by the use of the marginal cost rule 
or principle even if subsidization is found to be necessary to enable an operating 
unit to cover the full costs of production. This paper is not intended to elaborate 
or to discuss either the theoretical validity or the practical applicability of this 
principle. Rather it represents an attempt to predict or to project the possible 
results of the application of the marginal cost principle in one aspect of the rail- 
road rate making problem. The particular aspect to be considered is that con- 
cerning the geographic or regional pattern of freight rates. 

It is assumed that the national government takes over control of the railroad 
system of the country and begins operations in accordance with the Lerner 
“rule,’” pricing services at the point where the marginal costs of providing the 
services in question are covered.? It is accepted that marginal cost pricing or, — 
in this case rate making, will not lead to the establishment of a uniform rate 
structure,* simply due to the fact that the marginal costs of providing service 
will differ with the types of user, quantities taken, and with various geographic 
areas of provision. The possible differences in rates due to types of users, or to 
users of different quantities of the same service are not considered here. This 
discussion is limited to the possible differences in rates which may be charged to 
similar users of the same quantity of service who utilize the service in different 
geographic areas. 

It seems certain that even with the adoption of such a “rule” as the appropriate 
basis for rate making, rates will be set uniformly over rather broad contiguous 


1Cf. A. P. Lerner, ‘Statics and Dynamics in Socialist Economics,”’ Economic Journal, 
June 1937, pp. 253-270; The Economics of Control. 

2 The particular difficulties which arise in the administration of a system in accordance 
with this rule need not be discussed here. For a discussion of certain aspects, see William 
Vickerey, ‘“‘Some Objections to Marginal Cost Pricing,’’ The Journal of Political Economy, 
Vol. LVI, 1948, pp. 218-238; and Emery Troxel, ‘‘Limitations of the Incremental Cost Pat- 
terns of Pricing,’’ Journal of Land and Public Utility Economics, Vol. XTX, 1943, pp. 28-39. 

3 Cf. Vickerey, op. cit., p. 220; Troxel, ‘Incremental Cost Determination of Utility 
Prices,’? Journal of Land and Public Utility Economics, Vol. XVIII, 1942, p. 462. 
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geographical areas. Some departure from absolute equality between marginal 
costs and rates charged will be necessary in individual cases due to the im- 
practicability of an excess particularization of the rate structure. Rates charged 
to “equals” (customers using the same service in the same quantity) will probably 
be equal over a large region or territory. The rate-making authority will 
necessarily consider the railroad system of the region so delineated as an inte- 
grated unit, thereby calculating marginal costs as the addition to total costs 
resulting from the addition of an extra service unit on the average road in the 
region. 

If the further assumption is made that the rate-making authority decides to 
outline the boundaries of the regions in accordance with the territories tradi- 
tionally employed in railroad rate making, some idea of the possible relative 
levels of rates in the different regions can be projected from the cost studies 
made on the regional basis now used. Specifically, this paper proposes to 
examine the probable rate patterns in the Eastern and the Southern territories 
or regions which will result from the adoption and application of the marginal 
cost principle in the setting of railroad freight rates. 


Ir 


The traditional principle upon which utility charges, and thus railroad freight 
rates, have nominally been set or approved by public regulatory agencies has 
been that which allows the utility companies to charge rates which would return 
to the companies enough revenues to cover operating and maintenance costs and 
provide a “‘reasonable’”’ return on the fixed investment. In part on the grounds 
that the railroad industry was one in which average total costs for a regional 
system tended to diminish with increased output of service there evolved an 
accepted national pattern of freight charges which included considerable dispari- 
ties among the various rate making territories. In particular, the so-called 
class rates have traditionally been significantly lower in the Official or Eastern 
territory, where both total amount of traffic and traffic density are heavier, than 
in the Southern and Western territories. These differences in class rates were, 
in part, offset by the pattern of commodity rates, but not completely.’ This 
rate pattern containing these regional differentials in rate levels was challenged on 
the grounds that differences in the average costs of providing rail freight serv- 
ices were not present to justify the differences in rates. The various cost 

“4 The same problem has been present in the normal determination of rates by the ICC» 
and has been clearly stated in one of the important recent decisions. ‘‘.... it has long been 
recognized that it is unwise from the standpoint of both shippers and carriers to attempt to 
reflect in any rate schedule or rate structure all the minute and unsubstantial variations in 
the costs of service that occur on different divisions or segments of the same railroad or 
between individual railroads or groups of railroads. The tendency has been, rather, to 
deal with average costs in such manner as to avoid needless rate variations... .’’ Inter- 
state Commerce Commission, Class Rate Investigation, 1989, ICC Reports, May 1945, p. 693. 

5 The average rate levels, including both class rates and commodity rates and adjusted 
for classification differences, were estimated to be approximately 5 per cent higher in the 


Southern than in the Eastern territory. Summary Report on the Study of Interterritorial 
Freight Rates, House Doc. 145, 78th Cong., Ist Sess., 1943, p. 12. 
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studies made by the staff of the Interstate Commerce Commission during the 
last 20 years have indicated that the differences in rate levels between the Eastern 
territory and the Southern territory were not supported by corresponding dif- 
ferences in the average costs of providing services in the two regions.’ Acting 
in large measure upon the results of these studies, the commission embraced the 
general principle of freight rate uniformity between the Eastern and the Southern 
regions in its “Uniform Class Rate’ decision reached in May 1945, and took 
direct action to initiate interim rate changes aimed toward the ultimate estab- 
lishment of rate uniformity between the two territories.’ 

Neither the historical structure of freight rates, the existing pattern, nor the 
projected future pattern of rates on the basis of regulation as currently imposed 
need be discussed. However, the cost studies which have been made in con- 
nection with the attempt to determine the relationship between costs of service 
and rates charged can be used to find out something about marginal costs and 
thus the probable levels of rates were the proposed alternative rate-making policy 
adopted. 

The cost studies indicate that although both total traffic and traffic density 
are much greater in the Official territory than in the Southern territory, the 
average total costs of providing rail freight services are roughly equal in the two 
regions. The total amount of freight shipped is, of course, several times as 
great in the Eastern territory as in all other territories combined.’ Traffic 
density (revenue ton-miles per mile of road) in the Eastern territory is ap- 
proximately double that in the Southern territory.? Average costs of providing 
service are approximately equivalent, the costs in the Southern territory ranging 
from a few percentage points below to a few percentage points above those in the 
Official territory depending upon the exact time period considered, the exact 
boundaries of the regions, and the consist of traffic used in the calculations.’” 

6 Rail Feight Service Costs in the Various Rate Territories of the United States, Senate Doc. 
63, 78th Cong., Ist Sess., 1943; this, the so-called ‘“Edwards” report contains the results of 
the most comprehensive railroad cost study made and summarizes the findings of earlier 
studies. See also the three TVA studies, issued as The Interterritorial Freight Rate Problem 
of the United States, House Doc. 264, 75th Cong., Ist Sess., 1937; Supplemental Phases of the 
Interterritorial Freight Rate Problem of the United States, House Doc. 271, 76th Cong., Ist 
Sess., 1939, Regionalized Freight Rates: Barriers to National Productiveness, House Doc. 137, 
78th Cong., Ist Sess., 1943. See also the special reports, Summary Report on Study of Inter- 


territorial Freight Rates, House Doc. 145, 78th Cong., 1st Sess., 1943, and Report on Inter- 
territorial Freight Rates, House Doc. 303, 78th Cong., Ist Sess., 1943. 

7 Interstate Commerce Commission, Class Rate Investigation, 1939, ICC Reports, May 
1945, 447-766. The interim action ordered finally became effective in July 1947 after the 
Supreme Court upheld the decision of a lower court in throwing out an injunction of the 
ordered rate changes. See ICC Reports, July 1947, pp. 577-586. 

8 See The Interterritorial Freight Rate Problem in the United States, op. cit., p. 47, for the 
territorial distribution of freight carload traffic. 

® Report on Interterritorial Freight Rates, op. cit., p. 306. 

10 ‘The several methods of approach used in making the over-all territorial comparisons 
support the conclusion that the costs for the Southern territory are as low as, or even lower 
than, the costs for the Eastern territory excluding the Pocahontas territory. The 1939 
costs for the Southern territory are 3 to 4 per cent higher than the costs for the East, if the 
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Upon the basis of these cost data, the announced policy of rate uniformity be- 
tween the two regions would not seem to violate significantly the traditional 
principle of average cost pricing. However, it is recognized that the optimum 
allocation of economic resources is not secured by average cost pricing, but 
instead by marginal cost pricing. Therefore, the economically rational manner 
of setting rates, which is assumed operative in this discussion, might not be in 


any degree of correspondence with rate uniformity between the two regions 
in question. 


Ill 


Given the major facts available, namely, equal average costs and great 
differences in both the amount of total traffic and in traffic density, certain con- 
clusions concerning the relative levels of regional marginal costs can be reached 
with the help of certain assumptions. Since the cost studies, which included 
only average cost results, were conducted on a regional basis, the only marginal 
costs which can be estimated from them are regional marginal costs. In es- 
timations of costs of service for a whole railroad system of a region it seems 
obvious that some departure must be made from the traditional cost analysis 
of economic theory with its dichotomic separation of the short and long run. In 
addition, the railroad system of a region in many respects is composed of many 
plants, yet to speak of regional cost levels it must be analyzed as a single plant. 

In spite of the all-inclusive nature of such a plant as a regional railroad system, © 
it seems evident that as the “‘plant’’ is utilized more completely and enlarged 
there will be increasing returns to scale over a significant range of output. Ex- 
pansion of the output of rail service would seem to include both the more intense 
utilization of the fixed factors and a change in the scale of plant. Even in the 
long run there are certain factors within a regional railroad system which do not 
easily allow variation and in a sense can be analyzed as traditional fixed factors. 
The amount of total outlay represented by these factors, therefore, does not vary 
significantly with output regardless of the time period under consideration. 
Thus, it seems that even for the regional railroad system it may be assumed safely 
that the long-run average cost curve will possess the familiar U-shape. As 
output is increased, or more rail service provided, it can be expected that the 
lowered unit costs accruing from the fuller utilization of the indivisible factors 
will cause the average total unit cost of providing rail service to fall over a 
certain range, even if major variations in railroad fixed plant are taken into 
account. It seems evident that after a certain range of output is reached the 
further decline in average costs, due to the fuller utilization of indivisible factors 
and to the use of more efficient size “plants,” will begin to be more than offset 
by the increase in costs resulting from the difficulties of duplicating certain 
facilities, of coordinating terminal operations, etc. 


Pocahontas territory is included with the East. The difference of 3 to 4 per cent would be 
increased if the period 1930-39 were used. On the other hand, the difference would be elim- 
inated if the 5-year period 1937-41, were used.”” (Rail Freight Service Costs in the Various 
Rate Territories of the United States, op. cit., p. 8.) 
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Taking the existing railroad plant of a region as fixed, the shape of the short- 
run average cost curve is obviously of the traditional shape, descending over a 
certain range due to the fact that decreasing average fixed costs more than offset 
the increasing average variable costs, reaching a minimum point, and starting to 
rise when the increases in variable costs become more important than the 
continued decreases in average fixed costs. 

From the traffic data available it is evident that not only is the “plant” 
in the Eastern territory or region much larger (simply represented by more miles 
of road per square mile and a greater total amount of traffic) but the utilization 
of the existing plant is much more intense (represented by greater traffic density). 
In spite of these facts, the average costs of operation were shown to be ap- 
proximately equivalent in the Eastern and the Southern regions. This combina- 
tion of facts would seem to indicate that the “plant” in the Eastern territory 
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had been expanded beyond the range of increasing returns to scale while the 
‘“plant”’ in the Southern region is still in this range of increasing returns to scale. 
If the cost curves can be assumed roughly identical for the two regions, the situa- 
tion can be simply illustrated on a single diagram. This is shown in Figure 1. 
D,D, represents a hypothetical demand schedule for rail freight service in the 
Southern region, D.D, a hypothetical demand schedule for the Official territory. 
The long-run average cost curve is assumed the same for each region. The scale 
of plant in the Southern region is indicated by the short-run average cost curve 
to the left of the minimum point on the long-run curve, the scale of plant in the 
Official territory by the short-run average cost curve to the right of the minimum 
point on the long-run average cost curve. At outputs OB for the Southern 
territory, and OC for the Official territory, both long-run and short-run average 
costs are equivalent in the two regions. A uniform rate level, represented by 
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OP, would cover the average total costs of operation in each territory. The 
existing plant in the Southern region is not being utilized to its optimum capacity 
(it is operated at an output to the left of its minimum cost point). The existing 
plant in the Official territory is being utilized more fully (past the minimum cost 
point). The relative degrees of utilization of plant, given the assumed under- 
lying conditions, would indicate that both regional systems were representative of 
rational construction and operation. Each railroad “plant” has been constructed 
correctly and is operated so as to provide the required quantity of rail service 
at the lowest possible costs. 

Supplementary facts are available which fit well with the hypothesis. In the 
comparison of relative average costs for the two regions for the years 1939 and 
1941, it was found that for 1941, a year in which traffic was greatly increased over 
1939, average costs had increased in both areas. A portion of the increase in 
average costs in both regions can be attributed to increased factor costs. The 
significant fact is that although the average costs of providing rail freight service 
had increased in both regions, the relative increase was greater in the Eastern 
than in the Southern territory." 

The postulated situation represented in Figure 1 does allow a plausible expla- 
nation of all the basic facts available at the present time. Accepting this ex- 
planation, certain definite statements concerning the relative levels of marginal 
costs in the two regions can be made. It can easily be seen from Figure 1 
that, regardless of the time period taken into consideration by the rate-making ~ 
authority, the marginal costs of providing rail freight service are higher in the 
Eastern or Official territory than in the Southern territory. As a basis for rate 
making, it seems essential that the marginal costs considered should be those of 
the longer time period, and include the costs of varying the scale of railroad plant." 
If long-run marginal costs are the ones taken into account, it can be seen that 
the rate-making authority will try to set a rate level of OP, in the Southern terri- 
tory, allowing thereby service provided to be increased from OB to OB:. Simi- 
larly, the rate level in the Eastern territory will be set at OP., tending to curtail 
service toOC;. The rate level for the Southern territory will be lower than that 
for the Eastern territory, just the reverse of the traditional disparity. If 
short-run marginal costs were taken into account rather than long-run, there 
would be a similar result although the difference in the final rate levels would 
not be as pronounced. The national authority would perhaps utilize the profits 
which would obviously be forthcoming from rail operation in the Official terri- 
tory to subsidize operation in the Southern territory, since losses would be 
incurred in that region. 

No estimation can be made of the size of the predicted differentials in rates, 
either absolute or relative, from the available data, even accepting the above 


11 “Tt will be noted that for the year 1941 as compared to 1939 the unit expenses in the 
Eastern territory have generally increased relative to the United States averages, while 
those for the remaining territories have remained constant or generally decreased.”’ Rail 
Freight Service Costs in the Various Rate Territories of the United States, op. cit., p. 25. 

12 Cf. Troxel, ‘Limitations of the Incremental Cost Patterns of Pricing,’ op. cit., p. 36. 
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hypothesis in its entirety. All that can be concluded is the direction of the 
differences in rate levels. 

The conclusions reached concerning the relative marginal costs do not nec- 
essarily depend upon the underlying assumption of approximately identical 
long-run average cost curves for the two regional systems. Due to the fact that 
labor costs are lower in the Southern region," the average total unit cost curve for 
that region may be lower at all points than the corresponding curve for the 
Eastern territory. Since approximately the same physical services are provided 
there seems no apparent reason why the general shapes of the two regional cost 
curves should not be similar. Figure 2 illustrates the situation in which the 
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regional average cost curves are different, the solid line representing Official 
territory costs, the dotted line Southern territory costs. 

It is evident from Figure 2 that similar conclusions concerning the relative 
marginal costs in the two regions are reached. Although not so drawn in Figure 
2, it can be seen that the plant in the Official territory could conceivably be of 
the optimum scale, and operated at its optimum point, without changing the 
relationship between the marginal cost levels in the two regions. 

Although there are no obvious or apparent reasons why average total costs 
of providing any given service output would be higher in the Southern than in 
the Eastern region (the reverse of the situation represented in Figure 2), it can 
be seen that even this somewhat implausible hypothesis will yield conclusions 


13 Rail Freight Service Costs in the Various Rate Territories of the United States, op. cit., 
p. 81. 
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identical with the first two mentioned hypotheses concerning relative marginal 
costs. It can, therefore, be stated that if the assumption can be made that the 
average cost curves for a regional railroad system are of the traditional shape, 
the facts at hand indicate that whatever the particular hypothesis concerning 
the relationship between the two regional cost curves, the marginal costs of 
providing rail freight service are lower in the Southern than in the Eastern 
territory. 


IV 


If particular cost conditions are assumed, alternative explanations are made 
possible with different results. For example, if constant returns to scale of 
plant were assumed (constant regional long-run average costs), the differences 
in the size of railroad plant in the two regions would not be a factor in the de- 
termination of relative costs. The differences in traffic density, however, would 
still be present to indicate that the existing plant in the Eastern territory is 
being utilized much more fully than the plant in the Southern territory. If 
constant long-run average costs were the same for the two territories, the above 
fact would indicate that the Eastern plant was being utilized beyond its optimum 
capacity while the Southern plant was being utilized at less than its optimum 
capacity. This hypothesis, to be at all supportable, would seem to require some 
evidence to show why mistakes in the construction of railroad plants had been 
made in opposite directions in the two regions, the Southern plant having been 
built too large and the Eastern plant too small. Since this type of evidence 
does not seem to be available, the hypothesis does not appear realistic. In this 
type of situation, of course, long-run marginal costs would be identical for the 
two territories. 

If increasing returns to scale of plant throughout the relevant ranges of output 
in both territories were assumed, other explanations become possible. If this 
were the case, with the same long-run average cost curve for the two regions, 
the long-run marginal costs would probably be lower in the Eastern territory 
than in the Southern territory.“ In this case, as in the one of constant returns 
to scale, however, some explanation must be given for the fact that in a single 
national economy one regional railroad system is operated at a point far beyond 
its optimum capacity, while the other regional system is operated at its optimum 
or at an output less than its optimum. This explanation does not appear forth- 
coming. It must be concluded, therefore, that neither of the last two hypoth- 
eses, constant returns to scale or increasing returns to scale, seems to present 
as acceptable an explanation of the available facts as the one assuming the 
normal type of cost curves for the regional systems. 


14 They would be lower if the rate of decrease in costs as output expands is constant or 
increasing. However, if the rate of decrease in costs decreases with expanding output (a 
curve concave upward) the relationship of the long-run marginal costs in the two regions 


would depend upon the relative position of each plant on the long-run curve, and could be 
lower, higher, or equal. 
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The conclusions reached above concerning the relative marginal costs in the 
two regions or territories studied, and thus the relative rate levels, were marginal 
cost rate making adopted as the criterion of public policy, perhaps give added 
impetus to the drive for, at the least, uniformity of rates in the two territories 
at the present time. It has been shown that unless certain very peculiar and 
apparently unexplainable conditions are present, the rate structure which would 
yield the closest approximation to the optimum allocation of economic resources 


would include differentials in rates just the reverse of those traditionally em- 
ployed in national railroad rate making. 


FACTORS TO BE CONSIDERED IN APPRAISING 
FORMULA PLANS 


C. SIDNEY COTTLE 
Emory University 


In the second quarter of 1948 there was a substantial rise in the price of most 
listed securitiesin the United States. This upward movement brought much dis- 
cussion in the financial columns of newpapers, in business magazines, and in 
the reports of financial services. Even Time saw fit to “grace” its front cover 
with an artist’s conception of a “Young Bull (Wall Street Breed),”’ and to devote 
its principal article to a consideration of the securities market. In the course of 
its comments, Time said: “It was getting so a regular customer couldn’t be 
sure of a place to sit; eager-eyed newcomers were beginning to crowd the nation’s 
4,200 plus brokerage offices.’” 

The reason for the increased interest in the market is obvious. If a person 


were assured that the price of stocks would continue to rise, then he should’ 


purchase stocks today and hold them for tomorrow’s higher price. Accordingly, 
institutional and individual investors, as well as the “eager-eyed newcomers,” 
were seeking to determine, at least to their own satisfaction, whether or not a 
bull market existed in the United States. 


The basic problem, however, is one which always faces the investor. It is 


the age-old problem of investment timing: ‘‘When should stocks be bought or 
sold?” 

In an attempt to answer this question, so-called ‘formula plans” have been 
devised. Within the past 10 years, such plans have been increasingly used as a 
guide for shifting funds in and out of stocks. One guess is that in 1947 the in- 
vestment timing policy of funds totaling between half a billion and a billion 
dollars was guided by formula plans.2 While the accuracy of those figures cannot 
be determined definitely, it is well known that formula plans are employed in 
directing the investment timing of a considerable number of large institutional 
portfolios. It is also well known that the use of formula plans by educational 
institutions, banks, insurance companies, and individual investors is increasing. 
Although it might be premature at this time to say that formula plans represent 
one of the most important financial developments of the last decade, certainly 
the significance of formula plans and the desirability of appraising them cannot 
be questioned. 

In spite of the increasing prominence of formula plans, there is a singular 
dearth of published material pertaining to these guides for investment timing 
policies. Furthermore, much of the limited amount of material available is 
devoted principally to explaining the nature and mechanical operation of specific 
plans, rather than to analyzing, testing, and appraising them.* 

1Time. June 14, 1948, p. 88. 

2 Lucile Tomlinson, Successful Investing Formulas. 

’ There are certain exceptions to this. See, for example, Marshall D. Ketchum, ‘‘In- 
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Many questions could be asked in regard to formula plans. ‘What are they?” 
“How do they operate?” ‘What factors should be considered and analyzed in 
appraising them?” “How reliable are they?” “How successful have they 
proved to be?” Although these questions are worthy of careful consideration, 
it is impossible to deal with each of them here. Since the cited publication by 
Miss Lucile Tomlinson covers in some detail the nature of a number of formula 
plans, it should be sufficient to summarize and illustrate the principal types of 
formula plans. It will then be possible to consider more fully certain factors 
which might be examined in appraising such plans. The remaining questions as 
to the reliability and success of formula plans must be left to subsequent writings. 

This discussion addresses itself primarily to the question, “What factors 
should be considered and analyzed in appraising formula plans?” 

It has been the experience of the writer that most formula plans are relatively 
complex subjects for appraisal. The examination and assessment of each facet 
of a series of full-blown formula plans would require many tests and statistical 
calculations. Such tests would be both time-consuming and expensive. More- 
over, the results derived eventually might become confusing. To avoid entrap- 
ment in such a statistical maze, the first step in the appraisal of a plan will be to 
ascertain an advantageous starting point for the analysis. 

Each formula plan is established on a single basic premise or concept. There- 
fore, if the details and refinements are removed from a series of plans, it should 
then be possible to classify the plans according to the basic premises upon which 
they areconstructed. The examination of those fundamental premises may then 
constitute the desired starting point for a comparative analysis. 

The next step is to determine the principal factors which should be con-— 
sidered in evaluating the fundamental aspects of a given plan. Probably a 
marked difference of opinion may develop as to the specific points which should 
be assessed, and as to their relative importance in testing any plan. Never- 
theless, there are several factors which, in some manner, must be pondered by 
an analyst in appraising a comprehensive formula plan. Those suggested here 
are not inclusive of all the points that might well be considered in any given in- 
stance; neither are they arranged in any specific order of importance. 

Many may feel that there are only two important factors: the yield secured 
on the original investment over an appropriate period of years, and the main- 
tenance of the corpus or the capital appreciation obtained over the same period. 
However, there are certain other considerations which may be of equal im- 
portance. Such factors comprise the nature of the buying and selling action 
under the plan over a span of years, the duration of the periods of inactivity in 
the fund and the composition of the fund during such periods, the comparative 
risks encountered under the plan, the simplicity and understandability of the 
formula plan, and the difficulties involved from a management standpoint. 


vestment Timing for Formula Plans,’’ The Journal of Business of the University of Chicago, 
July 1947; and “‘Adjuscment for the Secular Trend of Stock Prices in Formula Timing 
Plans,”’ ibid., 1948. 
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A careful assessment of a plan, in terms of the preceding factors, should 
help determine whether the basic concept upon which the plan rests will stand 
the test of time. 

There are two broad types of formula plans: (a) constant ratio, and (b) 
variable ratio. The basic difference between the two types lies in the fact that 
a constant ratio plan seeks to keep the stock and bond portions of the fund at a 
predetermined ratio regardless of the level of the market, whereas the variable 
ratio plan seeks to adjust the stock and bond portions of the fund in accordance 
with the level of the market. In other words, the aggressive (primarily stocks) 
and the defensive (primarily bonds) portions of the fund are fixed or ‘“‘constant”’ 
in the first type of plan, whereas the aggressive and defensive portions are changed 
or “‘varied” in terms of the price of stocks in the second type of plan.‘ 

The primary task in the constant ratio plan is to readjust the fund from time 
to time, as the stock portion rises or declines in value, so that the predetermined 
ratio will be maintained. For example, assume that a fund has been established 
with a 50/50 stock-bond ratio. When the value of the stock, or aggressive, 
portion of the fund, as a result of a decline or a rise in the market, has been re- 
duced by, say, 20 per cent or increased by 25 per cent, or has been changed so 
that the aggressive portion amounts to 45 or 55 per cent of the total fund, then 
stocks are purchased or sold (as the case may require) so that the two portions 
of the fund may be equalized.’ The goal of the plan, accordingly, is to maintain 
the predetermined ratio.® 

One of the best-known formula plans employing the constant ratio concept 
is the so-called “Yale Plan.” This plan was adopted by the Finance Committee 
of the Yale Corporation in 1939. The stated purpose of the Yale Plan is to 
“maintain control over the percentage of risk bearing securities in the portfolio 
resulting from changes in the general market....’’ Accordingly, a definite 
procedure is provided under the plan for adjusting the aggressive portion of the 
fund with the movement of the market. The nature of this procedure was in- 
dicated by Lawrence G. Tighe, treasurer of Yale University, in an address before 


the Trust Division of the American Bankers Association in February 1940. 
Mr. Tighe said: 


4 While the terms ‘‘aggressive”’ and ‘‘defensive”’ portions of the fund are actually prefer- 
able and more accurate than the terms ‘‘stock” or ‘‘bond”’ portions, it will be noted that the 
latter are employed principally throughout the article. This has been deemed desirable 
because of the public’s familiarity with and general acceptance of the terms. However, 
strictly speaking, any security with the characteristics of the ‘‘equity-type,’’ i.e., a de- 
faulted bond, could be included in the aggressive portion of the fund; and, likewise, a very 
high-grade preferred might well be included in the defensive portion. For example, one 
plan includes in the aggressive portion ‘‘all bonds in default of interest, preferred stocks 
not paying their prescribed dividend rates and all common stocks.”? The defensive part 
of the fund encompasses ‘‘all bonds not in default of interest and preferred stocks paying 
their prescribed dividend rate.” 

5 The fact that in a 50/50 constant ratio plan the stock and bond portions are equalized 
when the ratios have fluctuated a specific percentage from 50/50 has resulted in constant 
ratio plans also being termed ‘‘equalizing plans.” 

® A constant ratio plan of the type described herein is discussed in detail in H. G. Carpen- 
ter, Investment Timing by Formula Plans, Appendix 1. 
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It was determined that, under present circumstances, fixed income securities should 
constitute 70 per cent of the portfolio, and equities 30 per cent. Preferred stocks and 
bonds in good standing were classified as fixed-income bearing securities. Defaulted 
bonds, preferred stocks paying no dividends, and common stocks were classified as equi- 
ties. ... 

It was then determined that if, through market appreciation, the percentage of the 
equities rose to 40, thus making the percentage of income securities 60, enough equities 
would be sold, and the proceeds invested in income securities, so that the resulting ratio 
would be 35 per cent for equities and 65 per cent for income securities. . . . If the market 
continues to advance and the 40-60 ratio is again reached, the process is repeated. 

If the market declines so that the ratio of equities is 15 per cent, and of income securities 
85 per cent, then enough of the latter are sold, and equities bought, so that the resulting 
ratio is 20 per cent for equities and 80 per cent for income securities. If the market con- 
tinues to decline, this operation is again repeated. 


Although one or two minor changes have been made in the formula since the date 
of Mr. Tighe’s address, the basic nature of the plan remains as he described it. 

In contrast to the constant ratio or equalizing plan which basically seeks to 
maintain a predetermined stock-bond ratio, the aim of the variable ratio plan 
is twofold. First, this type attempts to determine through some means a 
level or range for the market which may be considered ‘‘normal.” Second, the 
typical variable ratio plan seeks to increase the aggressive portion of the fund as 
the market declines below the “norm,” until a predetermined maximum per- 
centage of stocks has been reached, and conversely, to decrease the aggressive 
portion as the market rises above the “norm,” until a specified minimum has 
been reached. 

The so-called ‘Vassar Plan” is perhaps one of the most familiar formula plans © 
of the variable ratio type. It was adopted in 1938 by the Committee on In- 
vestments and Finance “in connection with the administration and management 


of the common stock investments of Vassar College.” The plan provided as 
follows:? 


...all of the common stocks (including defaulted bonds and preferred shares not 
currently paying dividends), together with sufficient high-grade bonds to bring the total 
market value (as of June 30, 1938) to about $3,000,000, would be grouped together— 
for investment management purposes only—to create a so-called ‘Stock Fund.’ This 
stock fund would be at all times invested in stocks and bonds, but'at varying ratios de- 
pending upon the general level of stock prices measured by the Dow-Jones Industrial 
Average. 

For the years 1930 to 1938 to date inclusive, the average monthly mean price of the 
Dow-Jones Industrial Average has been about 136.13 and accordingly, for the purposes 
of this plan, 185 would be assumed to be the point above which no stocks would be pur- 
chased. When the Average reached 135 on a downward trend, the stock fund would be 
invested 50 per cent in common stocks and 50 per cent in bonds and this commitment 
would be further increased as the Average declined as follows: 


7 Taken from a reprint of an article by Ray Morris entitled ‘Common Stock Control 
Plan of Vassar College,’’ published in the June 1941, Bulletin of the American Council on 
Education, Financial Advisory Service. 
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Dow-Jones Average we cent) wn cent) 
135 50.00 50.00 
125 33.33 66.66 
115 16.66 83.33 
105 _ 100.00 


No stocks acquired during the period when the Average was below 135 would be sold 
until the Average reached 150 on the next upward swing. As the Average rises above this 
point the percentage of stocks would be reduced on the following scale: 


Bonds Stocks 
Dow-Jones Average (Per cent) (Per cent) 
150 62.50 37.50 
165 75.00 25.00 
180 87.50 12.50 
195 100.00 _ 


Ray Morris, a senior partner of Brown Brothers Harriman & Company and 
formerly a member of the Committee on Investments and Finance of Vassar 
College, has set forth in the following manner the broad concept behind the plan 
employed by the college:* 


A study of the curve made by the weekly closing of the Dow-Jones Industrial Average 
for the last forty years indicates that in sixteen of these years stocks were selling 20 per 
cent or more above the moving trend line of the averages, and that in fifteen of the forty 
years they were selling 20 per cent or more below the moving trend line. Ever since 
there have been security markets they have been affected by periodic waves of optimism 
and of pessimism. Without some sort of a plan which concentrates on the long view 
of the market, and more or less ignores what is happening currently, it seems to be human 
experience that trustees, like individuals, tend to buy stocks when they are doing well and 
to sell them when they are doing badly. But it requires a superhuman degree of alertness 
to operate a fund on that basis without shrinking it in the process. Common stocks rise 
to great heights and sink to great depths, and it seems obvious that if they are to be used 
in institutional work they should not be carried through periods of optimistic excitement, 
and that they should only be bought in the lower price ranges. 


The Vassar Plan was not visualized as being a highly developed or refined 
procedure for determining investment timing policy. Instead, it was considered 
as something which would lead the committee to sell stocks with the upswing 
of the market and buy with the downswing. What would be considered “nor- 
mal” for the market was left principally to the discretion of the committee. As 
a guide for its use, the committee, until recently, has employed a moving average.® 

8 Ray Morris, loc. cit. 

® A brief explanation of the manner in which a moving average is employed to predict the 
‘“norm”’ for the market may be helpful to those unfamiliar with formula plans. The moving 
average, as formerly used in the Vassar Plan, consisted of an arithmetic average of the 
annual means of the D.J.I.A. for the 10 years preceding the year to which it was applied. In 
other words, the assumption in using the 10-year moving average is that the long-range 
value, or satisfactory investment price, in the current year is approximated by an arithmetic 
average of the daily market price over the period of the preceding 10 years. In this in- 
stance, the market price is represented by the D.J.I.A. Thus under the plan, the figure 


applicable to 1947 was a projection of the arithmetic average of the D.J.I.A. for the 10 years 
from 1937 through 1946. 
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However, the number of years comprising the moving average has been changed 
from time to time since 1938. A 10-year moving average of the Dow-Jones 
Industrial Average was the last utilized.” It is to be pointed out that only a 
portion of the funds of the college are under the plan. 

The Yale and Vassar plans are illustrations of the two basic types of formula 
plans. Further examples are cited by MissTomlinson. Since the simple constant 
ratio plan is not presently used to the extent that is its counterpart, the remainder 
of the article is devoted principally to a consideration of variable ratio plans. This 
does not indicate that the constant ratio plan is without merit. Doubtless, 
there are numerous situations in which the equalizing plan may be the more 
desirable type. The consideration here, however, will be devoted primarily to 
the type of plan more widely used. 

The primary task in most variable ratio plans is to determine the ‘‘normal” 
level or range for the market. This point or zone is also called the “‘median.”" 
The significance of the “norm” or “median” in the operation of most variable 
ratio plans is to be stressed. The primary purpose of the median is to indicate 
that level of the market at which stocks as a whole (as measured by the D.J.I.A. 
or some other indices) are “properly” priced in terms of their long-range or 
“normal” value. It follows from this that as the market rises above the median 
stocks become increasingly overvalued and, hence, increasingly subject to sale. 
Conversely, as the market drops below the median stocks become undervalued 
and thus, as the decline continues, they become more attractive buys. 

Since most variable ratio plans key their buying and selling action to the 
movement of the market in relation to the median, the determination of the 
median becomes of prime importance. At the same time, the significance of 
the median will vary with the nature of each specific plan. For example, if, as 
in the Vassar Plan, stocks cannot be purchased until the market declines to the 
median and cannot be sold until the market rises to a point 10 per cent above the 
norm, the median will prove to be of greater significance than if, as the market 
rose or fell, buying or selling action were permitted on both sides of the median. 

It follows that the procedure used by any given variable ratio plan for de- 
termining the median or norm becomes the basic concept upon which the plan 
rests. It also becomes the point of departure for a probing study of variable 
ratio plans. Accordingly, the basic concept of a plan may be appraised in terms 
of the factors already set forth, through testing over a period of years the pro- 
cedure by which the norm for the market is ascertained. 

There are four principal methods for determining the median. They are (1) 
a simple moving average; (2) a trend line projection; (3) a so-called “sound in- 
vestment value” based on earnings, book value, or some similar factor or com- 
binations of factors; and (4) simple observation of the historical movement of 
the stock market indices. 

10 A trend line is presently being employed. 

11 The use of the term ‘‘median” in connection with a discussion of formula plans is to be 
distinguished from its accepted statistical connotation. 

12 Tt is to be pointed out that a limited number of plans employ a range for the market 
and do not use a median. The problem in such cases, therefore, is to estimate with reason- 
able accuracy the range througk which the market will fluctuate. 
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A moving average is one of the more simple procedures for predicting the 
median of the market. A hypothetical plan based on a moving average, there- 
fore, lends itself to an illustrative analysis. Through such an analysis, some of 
the factors previously suggested as worthy of consideration in appraising a 
formula plan may be amplified. 

The hypothetical plan, which has been labeled ‘‘Plan A,” has been based on a 
10-year moving average. In order that the buying and selling action which 
might result from adhering to such a moving average could be tested, it has been 
necessary to set up a “schedule” or “bracket table” for the purchase and sale of 
securities. This schedule has been modeled after the one adopted in the Vassar 
Plan. Although the moving average and the bracket table happen to be com- 
parable to those employed at one time in the Vassar Plan, the analysis does 
not constitute a test of that plan. This point is made obvious by the fact that, 
at different times, those responsible for the administration of the Vassar Plan 
have utilized a 5-, 8-, 9-, and 10-year moving average for the purpose of deter- 
mining the median for the market. 

So that a concise and orderly procedure might be employed in testing the 
10-year moving average over a considerable period, it has been necessary to 


establish specific conditions under which the analysis would be made. Those 
conditions are: 


1. That the moving average would be computed from the annual means of the - 


D.J.LA.; 

2. That the month-end close of the D.J.I.A. would be sufficiently representa- 
tive of market action to warrant its use in testing the moving average; 

3. That the period from 1922 through 1947 would constitute a reasonable 
span over which to make the analysis; and, 

4. That the following schedule or bracket table would be adopted as a means 
for testing the buying or selling action resulting under the plan: 


DJIA, (Per cent) 


In « declining market the first purchase of stocks takes place at the median. 
In a rising market, the first sale of stocks takes place at 10 per cent above the 
median. 

A discussion of three of the points seems unnecessary. The decision in each 
instance was based primarily on the availability of data and expediency. 
Greater accuracy could be secured through the use of the monthly or weekly 
range of the market rather than the month-end close and through various other 
refinements. However, time and expense limit the number of calculations which 
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can be made. Furthermore, spot checks do not indicate that there would be 
material changes in the conclusions drawn. 

The selection of the 26-year period from 1922 through 1947 was based on the 
premise that the test should be commenced prior to the long bull market and in 
a time of comparative market stability. Since the D.J.I.A. fluctuated within 
a narrow range throughout most of the three-year interval, 1922-1924, 1922 was 
deemed a satisfactory year in which to begin the study. 

There will be considerable difference of opinion as to the appropriate span to 
be covered by the analysis. Most of the difference will revolve around the in- 
clusion of the 1929-1932 period. Unfortunately, the veil cannot be drawn aside 
and the extent to which history will repeat itself be determined. If such were 
possible formula plans would be unnecessary. Accordingly, whether the ‘test 
of time” should include the 1929-1932 boom and bust, or be confined to more 
recent and less violent bull and bear markets, must be decided by the individual. 
Probably the decision will turn not only on his own inclinations but also on the 
degree of conservatism associated with the funds being administered. 

Two graphs have been prepared to show the action which would have taken 
place under the hypothetical plan during the 1922-1947 period. Graph 1 shows 
the movement of the market (as measured by the D.J.I.A. month-end closing 
price), the actual 10-year moving average applicable to each year, and the more 
significant action points. If reference is made to the bracket table employed 
in Plan A, it will be seen that the intermediate action points would have made 
the graphs crowded and confusing. 

Graph 2 shows the percentage fluctuations of the D.J.I.A. month-end closing 
price from the moving average. Since the monthly fluctuation is always com- 
puted in terms of a percentage deviation from the median, or applicable moving 
average for that year, the median for each year becomes a base figure which is 
shown on the graph at zero. Accordingly, each median portrayed in Graph 2 
will be located at zero. The median line for the entire period, therefore, will 
become a straight line. This procedure may be readily illustrated. In 1922, 
the applicable moving average was 85. The actual D.J.I.A. month-end close 
for January 1922 was 81.30; thus it was 3.70 points, or about 4 per cent less than 
the moving average. The median employed in 1928 was 109. The D.J.I.A. 
month-end close for November was 293.38. Accordingly, the November figure 
exceeded the median by 184.38 points or about 196 per cent. 

As a result of such computations, it is possible to prepare a graph whereby 
the reader, through noting the percentage fluctuations of the D.J.I.A. from the 
moving average, should be able to appreciate more readily the degree to which 
the 10-year moving average actually constituted a “norm” for the market 
throughout the 26-year interval. 

In order that several major facts indicated by the two graphs may be stressed, 
the following paragraphs are devoted to a review of the action which would have 
taken place under Plan A over the period from 1922 to 1947. 

The 10-year moving average applicable to 1922 was 85. The first point at 
which stocks would have been sold was 10 per cent above the median, or since 
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action points are “rounded,” at 94. This point was reached in May 1922, when 
the month-end closing price was 95.63. In that month stocks would have been 
sold until the fund consisted of 33 per cent stocks and 67 per cent bonds. No 
further action was taken until late in 1924. Since the fund had been adjusted 
to a 33/67 ratio as of May 1922 and, since the D.J.I.A. had not returned to the 
median in the intervening period, the stock-bond ratio had not been changed. 
It should be recalled that, under the Plan A formula, a movement of the market 
either to the median (on the down side), or to the second action point (on the up 
side) would have been necessary to bring any buying or selling action. 

The month-end closing figure for the D.J.I.A. in November 1924 was 111.38, 
whereas the action point was 106. Stocks would be sold until the stock-bond 
ratio was established at 17/83. The following month the D.J.I.A. closed at 
120.51. This figure brought the market through 115, the third and final action 
point. In accordance with the plan, there would have been a final adjustment 
in the fund. Stocks would have been sold out and the fund placed 100 per cent 
in bonds. 

Graph 1 shows that the market did not return to the median until April 1931. 
Accordingly, the first stock purchase would have occurred approximately six 
and one-half years after the sale of the last stock holdings in November 1924. 
It will be noted that the purchase would have taken place at 159, or at a level 30 
per cent above the last sale price of 116. Further purchases would have been 
made at 143 and 129, and at 116 the fund would have been 100 per cent in stocks. 
The fund would have remained fully in stocks for over five years. Stocks would 
have been sold in October 1936 at 176, when the market reached the first sale 
point. The ratio would then have been reduced from 100 per cent stocks to 
33 per cent stocks. 

This review of the 15 years from 1922 through 1936 brings out three important 
facts. First, during periods of violent market action of marked duration in any 
single direction there may be long intervals of inactivity under a formula plan of 
the type analyzed. Furthermore, these intervals may be of such duration that 
one might well lose all confidence in the plan. For example, it is questionable 
whether investment management could have kept a fund 100 per cent in bonds 
from December 1924 to April 1931. Likewise, difficulties might have been en- 
countered in maintaining a fund 100 per cent in stocks from September 1931 to 
October 1936. 

Second, it appears almost inevitable that stocks would be sold out very early 
under a plan based on a long-term moving average. A moving average will lag 
the current data. Furthermore, the longer the interval encompassed by the 
moving average the greater the resulting lag. Accordingly, in a period of rela- 
tively rapidly rising stock prices the 10-year moving average will fall so far 
behind the prevailing level of the market that stocks will be sold relatively 
early in any long and sharp upward movement. In other words, a 10-year 
moving average is not sufficiently responsive to the data to take advantage of 
more than a relatively limited portion of an extended bull market. 

Third, if a long bull market is followed by an abrupt and drastic decline 
in stock prices, it also appears inevitable that stocks would be purchased very 
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early. The same lack of responsiveness to current market conditions which 
resulted in selling stocks too early in the rise, now works to the definite detri- 
ment of the fund in a time of rapidly falling prices. The extent of the lag 
between the moving average and the prevailing situation is highly significant, 
because in such periods it may considerably distort the median. This fact is 
clearly indicated in both graphs. 

Graph 1 shows that the median continued to rise in 1930, 1931 and 1932. 
Whereas the moving average applicable to 1929 was 124, the figure employed 
in 1932 was 166. Thus the median used in the depth of the depression was about 
34 per cent higher than the median followed at the peak of the market. The 
reason for this situation is relatively apparent. The moving average applicable 
to 1930 was the arithmetic average of the annual mean of the D.J.I.A. for the 
years from 1920 through 1929. The median for 1930 pulled upward by the high 
annual mean for 1929 would unavoidably be higher than the norm for 1929, 
which was composed of the average for the period 1919 through 1928. Since 
the yearly mean was under 100 prior to 1925, this pull was certain to continue 
for a period of time. This fact may be seen from the following review of the 
annual mean of the D.J.I.A. for the period 1922-1931: 


1922 93.20 1927 175.94 
1923 94.92 1928 226.21 
1924 99.68 1929 311.24 
1925 134.52 1930 236.34 
1926 153.08 1931 138.58 


The purpose of the preceding statements has been to indicate some of the 
factors which need to be considered in deciding whether Plan A should be adopted. 
The operations of Plan A over the period from 1937 through 1947 will be ex- 
amined before commenting on any of those factors. It will then be possible to 
discuss all of the points developed in the analysis. 

In September 1937 the market returned to the median and sufficient stocks 
were purchased at 161 to increase the aggressive portion of the fund from 33 
per cent to 50 per cent stocks. As the market continued to decline additional 
purchases were made and, in March 1938, when the market reached 116 the fund 
was placed 100 per cent in stocks. 

It is seen from Graph 1 that beginning in 1939 and continuing through 1941 
the median fell rapidly. The applicable moving averages for the four years 
1938 through 1941 were as follows: 


1938 160 
1939 151 
1940 134 
1941 124 


The marked decline, of course, resulted from the moving average freeing it- 
self from the influence of the high bull market years and then being pulled rapidly 
downward by the very low bear market years. For example, the yearly mean 
of the D.J.I.A. was 64.57 in 1932, 83.73 in 1933 and 98.28 in 1934. This heavy 
downward movement of the median took place at a time when the market was 
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fluctuating within a relatively limited range. Primarily as a result of the decline 
in the moving average applicable to 1940, stocks would have been sold at 148 
in April of that year. Enough stocks would have been disposed of at that point 
to reduce the aggressive portion of the fund from 100 per cent to 33 per cent 
stocks. 

The fact that the plan called for the purchase of stocks at 161 in September 
1937 and for the sale of stocks in April 1940 at 148 is important. The fund 
would have been “whipsawed” and stocks would have been held for about two 
and one-half years and then sold at a loss of approximately 8 per cent, if the 
continued decline of the market in 1937 and 1938 had not made possible addi- 
tional purchases of stocks at 145, 130 and 116. 

Stocks would have been bought in May 1940 at 134 and, as the market de- 
cline continued into 1942, further purchases would have been made. In May 
1943, the first stock sale would have taken place at 140 and further sales would 
have occurred with the extension of the rise. The last stock holdings would 
have been disposed of at 182 in October 1945. There would have been no fur- 
ther action in the fund to date. 

This review of the 11 years from 1937 through 1947 reveals two significant 
facts. First, if a plan is based on a 10-year moving average it may be “‘whip- 
sawed” as a result of marked changes in the moving average over a limited num- 
ber of years. In other words, it is possible for the median to fluctuate to such 
a degree that stocks may be sold at a lower level than the purchasing price. 
Such fluctuations can occur when considerable disparity exists between the an- 
nual means of the D.J.I.A. comprising the moving average. For example, the 
moving average applicable to 1939 was composed of the following annual means: 


1929 311.24 1934 98.28 
1930 236.34 1935 120.00 
1931 138.58 1936 162.25 
1932 64.57 1937 166.36 
1933 83.73 1938 132.44 


The moving average employed in 1940 would drop off the high figure for 1929 
and add 134.74, the amount for 1939. The inevitable result would be an un- 
usually heavy decline (17 points) in the median for 1940 as against that for 1939. 
This, however, took place when the market was fluctuating within a narrow 
range. Furthermore, it resulted in the sale of stock at a lower point in 1940 
(148) than a sale could have been made in 1939 (152). 

Second, the 10-year moving average, with the exception just noted, appears 
to have served as a reasonable guide for investment timing during the period 
from 1937 through 1945. 

A conclusive answer as to whether the same average has proved satisfactory 
since the end of 1945 must rest with time. Nevertheless, it may now be pointed 
out that the market has not declined sufficiently during the intervening period 


to reach the median and, accordingly, the fund would have continued 100 per 
cent in bonds. 4 4 
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In order that an illustrative appraisal of Plan A may be more meaningful, a 
comparative examination of the results derived from testing moving averages 
encompassing time intervals other than 10 years is included. So that the tests 
would be comparable to those made of the 10-year moving average, a plan iden- 
tical to Plan A, except for the difference in the period of the moving average, 
was employed in each instance. 

The periods chosen for analysis were 41 months, 6 years, and 15 years. To 
facilitate discussion, the plans employing such medians have been designated 
Plans 41, 6 and 15, respectively. 

_ The selection of the 41-month moving average was based partially on the con- 

tention of some that a 41-month cycle exists in the stock market. The 6-year 
interval was tested because it lay approximately midway between the 41-month 
and 10-year periods. The span of 15 years was employed due to the necessity 
of comparing a longer-term moving average with that adopted in Plan A. Nu- 
merous other intervals, of course, could be selected and tested, furthermore various 
refinements and adjustments might also be undertaken. However, the periods 
utilized should be adequate for illustrative purposes. 

On the basis of the facts set forth in the foregoing pages and developed in the 
above tests, certain fundamental aspects of Plan A may now be evaluated. A 
number of factors, other than the dollar results, were suggested early in this 
article as the basis for such an appraisal. Two of those factors—the simplicity 
and understandability of a plan and the difficulties involved from a management 
standpoint—will not be discussed here. The determination of the former in- 
volves only reviewing in detail the provisions of a complete plan. The determi- 
nation of the latter would require a complete analysis of the operation of a plan 
in terms of the mechanical and administrative problems. 

The first factor proposed involves appraising a plan in terms of the buying 
and selling action. It has been seen that the 10-year moving average serves 
reasonably well as an investment timing guide in periods, such as from 1937 to 
1946, during which the market fluctuates moderately. Although one plan would 
have considerably out-performed another during this time, the same general con- 
clusion could be drawn for all the plans tested. As the market continues to 
move through a narrow range, it follows that any moving average embodying 
a reasonable period of time will become an increasingly reliable guide. 

In contrast, it has been noted that the 10-year moving average becomes a 
comparatively unreliable median in periods of extremely violent stock market 
action. Such reliability may be questioned not because of the failure to get 
more of the “ride”? on the 1924-1929 bull market, but because of the purchase 
of stocks at high prices in the subsequent market collapse. This arose from the 
unjustifiably high norm which would have been indicated throughout the in- 
terval from 1931 through 1938. In 1931 the applicable moving average was 159, 
it rose to 166 in 1932 and did not drop below 160 until 1939. A manually fitted 
straight-line trend reveals that the trend line would not have reached 160 until 
1943. The high level of the 10-year moving average during this period operated 
to the definite detriment of the fund, particularly in 1931. Graph 2, through 
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showing the fluctuation of the D.J.I.A. below the median, also indicated the high 
level of the moving average in relation to the actual market. In June 1932 the 
month-end close of the D.J.I.A. was 74 per cent below the norm. 

The unsatisfactory results of Plan A arose from the fact that stocks were sold 
at low levels in a long upward movement and were purchased at high levels in 
the succeeding bear market. At first glance, a moving average more responsive 
to the prevailing market situation would appear preferable. Because responsive- 
ness to present conditions is directly related to the period of a moving average, 
the shorter the interval spanned the greater will be the influence of the current 
data. The testing of a period considerably shorter than 10 years, therefore, 
would seem worth while. 

In spite of this logic, an examination of Plan 41 indicates that a close adherence 
to it during the 1924-1932 era would have been destructive to the corpus of a 
fund. In the last half of 1924 the market rose abruptly out of a comparative 
plateau. With relatively few interruptions, the market climbed rapidly over 
the next five years to reach an all-time peak in the third quarter of 1929. The 
sharpness and magnitude of the 1924 rise resulted in the market suddenly de- 
parting from the median. As a result, stocks would have been sold at approxi- 
mately the same time and the same level as under Plan A. The continuing 
rapidity of the rise made it impossible, under the plan, to purchase 
stocks throughout the ensuing five years. Thus the fund would have remained 
100 per cent in bonds from December 1924 to June 1930. 

The moving average applicable to 1930 would have been composed of the 41 
months from August 1926 through December 1929. The extremely high annual 
mean of the D.J.I.A. for 1929 in relation to that for the other bull market years 
caused the figure for 1930 to jump to 228, or 47 points over that for the pre- 
ceding year. The precipitous fall in stock prices which began in September 1929 
quickly swept the market down to the comparatively closely following moving 
average. In June 1930 stock prices reached the median and the first purchases 
would have occurred at 228. As the decline continued, purchases would have 
been made through the balance of the year until the fund was 100 per cent in 
equities by December 1930. The final stock purchases would have taken place 
at 166. Since the D.J.I.A. subsequently declined to about 42 by the middle 
of 1932, the use of the 41-month moving average would have resulted in entering 
the market at high levels. 

The unsatisfactory nature of the 41-month period led to testing a 6-year mov- 
ing average. The results of analyzing a plan based on this moving average were 
decidedly better than those for Plan 41 but were not as good as the findings for 
Plan A. 

As in the previous instances, the fund -was sold out of stocks by December 
1924. Stock purchases, however, were called for at lower levels in the 1929- 
1932 decline than under Plan 41, but the purchase points were considerably 
above those for Plan A. The first stock purchases would have been made at 
183 in December 1930 and by May 1931 the fund would have been entirely in 
stocks at 150. In contrast, the purchase range for Plan A was 159 to 116. 
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The preceding investigations indicate that a reduction in the interval of the 
moving average would have produced undesirable consequences in times of 
violent stock price movements. The next step was to test a period in excess of 
10 years. 

The analysis of a 15-year moving average disclosed that whereas the transfers 
from stocks to bonds in the rising market would have followed relatively closely 
the pattern in all the other plans, stock purchases would not have commenced 
until July 1931. The buying range was from 137 to 93. Accordingly, Plan 15 
would have considerably out-performed any of the other plans during the period 
under review. 

The operation of the several plans during the years between 1924-1932 shows 
that the results obtained through the use of a 10-year interval exceeded those of 
any shorter-term moving average but were exceeded by those of a longer-term 
moving average. Furthermore, the longer the period selected, and, conse- 
quently, the more the moving average approached a straight-line trend the better 
would have been the results. 

A consideration of the buying and selling action under a given plan would be 
incomplete without an examination of the fluctuations of the median to determine 
whether at any time stocks would have been sold at less than cost. It has been 
noted that, under Plan A such a situation would have developed in 1940. Al- 
though, due to the peculiar circumstances existing, the fund would not have 
suffered a loss, the fact remains that a fund could be “whipsawed” under Plan 
A. How does Plan A compare with the other plans on this point? 

Since Plan 41 was the most responsive to current market conditions, the low 
levels of the market through 1932, 1933, and 1934 pulled the median down 
rapidly. The moving average applicable to 1930 was 228, the comparable figure 
for 1935 was only 86. Under the provisions of the plan, the first stock sale point 
was 95. Accordingly, in January 1935 two-thirds of the stocks, which had been 
purchased five years earlier in the range between 228 and 166, would have been 
sold at 95. As the D.J.I.A. continued to move upward, the remaining shares 
would have been disposed of at 104 and 114. Adherence to such a plan would 
have been impractical and disastrous. 

Although the use of a 6-year moving average reduced the fluctuations in the 
median, Plan 6 would also have ‘“‘whipsawed” a fund during the same period. 
Equities purchased in 1930 and 1931 in the 150-183 range would have been sold 
in 1936 in the 136-164 range. In view of the volume of stocks purchased at 
183 and sold at 136, the action would have involved a substantial loss to the 
fund. 

The fluctuations in the 15-year moving average were sufficiently gradual to 
avoid, with one exception, calling for the sale of stocks at less than their previous 

13 If a straight-line trend were properly fitted to the data, it would necessarily follow 
that tests would disclose it to be very successful historically. A different problem, how- 
ever, is involved in considering the straight-line trend. The projection of a straight line 
assumes that the rate of increase in the price of stocks which has prevailed over the past 
50 years will continued into the future. In contrast, the only assumption in using a moving 


average is that the fluctuations in the market will not be so violent as to destroy the reliabil- 
ity of the average. 
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purchase price. This exception involved the sale of some stocks in 1945 at 145 
whereas the securities had been purchased in 1937 at 146. 

The foregoing discussion discloses some of the dangers involved in the use of 
a moving average which fluctuates to any marked degree in periods of violent 
market action. Likewise, it provides the basis for appraising the 10-year mov- 
ing average in terms of both shorter and longer-term moving averages. These 
facts might bear serious consideration by those contemplating the use of a median 
resting on a moving average. 

Another factor suggested deals with the duration of the periods of inactivity 
under the plan. In Plan A such periods, during which the fund was either com- 
pletely in stocks or bonds, have ranged up to approximately six and one-half 
years. At present, there has been no activity under the plan since October 1945. 
This may be fully justified and the decision prove to be sound. Nevertheless, 
continued inactivity, accompanied by the inability to establish with finality the 
reliableness of the formula plus the pressures which build up as the market rises 
and falls, eventually may shatter one’s confidence in the plan. Therefore, a plan 
which historically has pronounced intervals of inactivity may be questioned 
solely on psychological grounds. As a practical matter, could a fund have been 
kept 100 per cent in stocks from the spring of 1931 to the fall of 1936? 

The periods of inactivity, with full investment of the fund in stocks or bonds, 
for the other plans were similar to those for Plan A. As may be anticipated, 
the duration of the periods was slightly greater than that for Plan A in the case 
of Plan 15 and slightly less in the case of Plan 41. 

The fact that some plans operated more successfully than others during brief 
intervals might lead to the contention that a more desirable formula plan would 
provide for changing the period of the moving average under varying market 
conditions. Undoubtedly, if at the correct time in rising and declining markets 
the interval employed in computing the moving average could be properly 
altered, the results of such a plan would be striking. In order to accomplish 
this, investment management would need to determine that the existing median 
was unsatisfactory and then to designate that specific moving average which 
would produce the correct median. Thus the period of the moving average 
would be adjusted in accordance with the discretion of those administering the 
plan and, accordingly, the success of the plan would turn not on any formula 
but on their ability to forecast with accuracy. 

These comments do not constitute an objection to the exercise of discretion 
in the use of formula plans. Such may be very desirable if properly applied. 
It must be clearly recognized, however, that in so far as the basic formula is 
modified, through shifts from one moving average to another, to that degree 
discretion is being employed and a definite departure from the fundamental 
concept of formula plans ensues. In other words, this action involves the re- 
introduction of forecasting, the very element which formula plans have sought 
either to avoid or to minimize. 

An additional factor proposed is the degree of risk involved under a formula 
plan. This point, which cuts across several other factors, will be discussed in 
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general terms rather than from the standpoint of the illustrative appraisal. Two 
considerations are to be stressed: (a) formula plans have not eliminated invest- 
ment-timing risks, and (b) the variation in the degree of risk between plans is 
notable. It will vary principally with the extent to which the plan relies upon 
the median to guide its action, the nature of the schedule or bracket table govern- 
ing the levels at which stock is bought or sold, and the maximum and minimum 
stock proportions allowed. For instance, the risk involved in a plan which pro- 
vides for the entire fund being transferred from bonds to stocks is greater than 
in a plan limiting the equity proportion to 30 per cent of the fund. This simple 
illustration could be extended to more difficult problems, such as the degree of 
risk connected with the rapidity with which stocks are purchased or sold in de- 
clining or rising markets. Finally, all of these elements must be assessed in 
terms of the risk-bearing character of the fund or funds administered. 

This brief illustrative analysis of a hypothetical formula plan has presented a 
number of facts and, it is hoped, raised a larger number of questions. The con- 
clusions to be drawn must rest with the reader. Whether Plan A stands the 
“test of time” is a matter for the individual to decide. The present study is 
confined solely to the query: ‘““What factors should be considered and analyzed 
in appraising formula plans?” 

The discussion should not be viewed as a condemnation of formula plans. 
Clearly there is merit in seeking to devise a systematic and comparatively ob- 
jective approach to the problem of investment timing. All too frequently de- 
cisions on this matter may be based more on “feeling” than on a consistent and 
logical approach to the problem. At the same time, it is certain that the various 
elements and phases of formula plans require careful consideration. The nature 
of the formula, the operation of the plan under given market conditions, the 
length of the periods of inactivity, the yield secured over varying spans of years, 
the fluctuations in the value of a fund controlled by such a plan, and other similar 
factors must be fully analyzed and evaluated. Formula plans might well be the 
subject. of further research. The literature in this field needs to be expanded 
and characterized by probing inquiries into the effectiveness of these plans over 
periods extending beyond the last 10 years. Formula plans may then be ap- 
praised with greater discretion. 


COMMUNICATIONS 
Expectations, Lags, and Labor-Saving Bias 


This note concerns two reasons for believing that there is a labor-saving bias 
in factor substitution within the American economy. These reasons are asso- 
ciated with expectations and lags respectively. 

If past experience is a guide, firms’ managers must be strongly impressed by the 
upward trend in wage rates relative to other factor prices, also by the cyclical 
recoveries which relative wages have staged on the occasions when they have 
suffered cyclical falls. Thus, unless depreciation necessitates the purchase of 
equipment at a time when equipment prices (including interest costs) are rela- 
tively high, and unless that price excess is enough to offset the future wage in- 
creases expected to be paid during the life of the equipment, managers will not 
expect future profits to be maximized by production methods corresponding to 
current price relationships. In other words, a fall in relative wage rates is most 
likely to induce labor-emphasizing substitution if such substitution does not in- 
volve the purchase of special labor-complementing equipment, or if that equip- 
ment is very inexpensive or involves only very short-term investment, or if 
special circumstances cause managers to believe that the wage fall will be more 
or less permanent. 

One notable special instance of this general line of reasoning concerns the firm 
which believes that, although certain labor-saving devices do not now yield as 
good a profit as methods involving the use of more labor, technological advance 
will result in the rapid obsolescence of old-style production methods and the handi- 
capping of firms which did not take steps in time to train its management and 
workers in the utilization of the new devices. If such a belief is associated with 
the love of “progress” as such, the inducement to adopt equipment-emphasizing 
combinations is still further intensified. 

As is stated above, the other source of bias is substitution lags, i.e., of factor- 
combination changes which have their explanation in past rather than present 
movements of resource prices.! In probably the great majority of cases in such 
a dynamic economy as the United States, substitution lags represent a strong 
current inducement to replace equipment with labor, partly because of past tech- 
nological advance in the industry making the factor-substitution change, partly 
because of the upward trend of wage rates (itself due primarily to technological 
advance throughout the economy as a whole). 

1 This points to a distinction between what might be called the “historical” and ‘‘alter- 
native” elasticities of substitution: i.e., between substitution in Period II with respect to 
Period I, and substitution in Period II with respect to the situation which would prevail in 
that period if current change in resource prices did not induce certain types of substitution. 
For reasons indicated, when relative wages rise in the United States, ‘‘alternative elasticity 
of substitution” is usually smaller than “historical elasticity’’; i.e., such substitution of 
equipment for labor as does take place would probably have occurred in part even if relative 
wages had not risen. For the same reason, when relative wages fall in the United States, 


the alternative is usually greater than the historical elasticity; i.e., labor-saving substitu- 
tion may take place in spite of the current fall in relative wage rates. 
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The extent of lags is diminished somewhat, of course, by the effects of past 
expectations causing production methods to be more labor-saving than past 
prices indicated. However, the substitution influences of past production plans 
can hardly be even nearly strong enough to prevent major substitution lags of 
the types described. In the first place, technological improvements and the 
spread of knowledge cannot be anticipated, but must be awaited; hence probably 
the most important types of substitution lags cannot be prevented through man- 
agerial forward-looking action. Next, past production plans nullify the effects 
of current advances in relative wages only if anticipation has been accurate (or 
over-strong) in degree as well as in direction and if finances allow substitution 
to the limit which expectations encourage. Finally, of course, if actual experi- 
ence of the expected wage increase arouses expectations of still further wage 
advances, current anticipations prevent past anticipations from eliminating the 
labor-saving bias. 

Northwestern University Henry M. OLIver 


Effects of Unionization in Monopolistic Competition on the Southern Worker 

With the tremendous impact of unionization on the wage structure between as 
well as within industries, the southern worker and industrialist must take stock 
of these significant changes. As one of the school of industrial management who 
believes that worker and management have a common interest exceeding their 
competitive ones, the author is concerned with some implications of national 
unionization effects in southern industry, whether or not unionized. So con- 
cerned, in fact, as to be willing to face any outrages committed against academic 
accuracy in order to challenge better informed economists in southern univer- 
sities to develop and answer properly these implications—to prove the proposi- 
tions suggested below as true, partially true, or unfounded. 

The brief hypothesis the author would like to throw open for discussion is 
this: 

1. To propose that the relative success of unionism in securing wage increases 
in monopolistically competitive industries is greater than that of unions in more 
perfectly competitive industries. ; 

2. That this is a natural result of the differences in the shape of the demand 
curve for labor which the workers in monopolistic industries face compared to that 
faced by the laborer in more freely competitive industry. 

3. That this is resulting in a warped national wage pattern which works to the 
detriment of the wage earner in highly competitive industries, and more than 
proportionately in detriment to the southern worker than to the worker in other 
sections of the country. 

If true, this is a matter of great concern to the southern economist, laborer, 
and manager. A sketchy and quite insufficient proof of these three propositions 
is given; but the author will consider the proof sufficient if better minds are 
aroused to clear the problem. 

First, to see where unionism has been most effective in securing wage increases, 
and we admittedly use purely circular reasoning here, we refer to Table I, which 
shows the pattern of wage increases in selected industries in the last 10 years. 
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Columns (4), (5), and (6) will show the absolute average hourly earnings in 
certain industries in 1939 and in 1947 and the absolute differences or gains be- 
tween these two periods. The industries selected are from the U. S. Department 
of Labor’s Monthly Labor Review as are the statistics. In column (2), however, 
the author has presumed to classify these industries into “Restricted Competi- 
tion” and “Competitive” categories, the classification being relative, of course. 
With this liberty taken, in column (3) the author has out of pocket also classi- 


TABLE I 
Average Earnings in Selected! Manufacturing and Service Industries 


(1) (2) (3) (4) (S) (6) 


AVERAGE HOURLY DIFFER- 
EARNINGS 
THE INDUSTRY COMPETITION LOCATION 


ENCE 
1939 | Oct 1947 | 1999/1947 
Tron & Steel & Their Products. ...| Restricted Northern 73.9 | 126.1 | +52.2 
Electrical Machinery.............. Restricted Northern 70.2 | 133.2 | +63.0 
Machinery except Electrical....... Restricted Northern 74.6 | 140.1 | +65.5 
Transportation Equipment except 
Restricted Northern 78.5 | 143.4 | +64.9 
Highly Restr. | Northern 92.9 | 153.2 | +60.3 
Products of Petroleum & Coal..... Restricted National 89.4 | 150.9 | +61.5 
Industry-wide | Central 88.6 | 179.7 | +91.1 | 
Bargaining 
le Highly Com- | National 53.6 | 101.5 | +47.9 
petitive 
Power . Highly Com- | National 41.7 | 78.7 | +37.0 
petitive 
Lumber & Timber Basic Products.) Competitive Large in| 48.9 | 105.5 | +56.6 
South 
Furniture & Fixed Lumber Products| Competitive Large in| 51.8 | 110.5 | +58.7 
South 
Textile Mill Products & Other 
Competitive Large in} 46.0] 94.8 | +59.5 
South 
Competitive Large in| 60.7 | 115.9 | +55.2 
South 


1 Selected from Table C, Monthly Labor Review, Jan. 1948, Vol. 66, No. 1, pp. 101 ff. 
Selection made possibly to aid the author’s point. 


fied these same industries into “Predominately Northern” and ‘Southern” 
and “National” divisions by reason of their greater or smaller presence in one 
geographical region or another. 

The first point to be made is that the absolute wage increases in the 1939-1947 
period are simply smaller in the more competitive industries, averaging 52.5 cents 
per hour in comparison with 65.5 cents for the more restrictedly competitive 
industries. Even more impressive is the actual average hourly wage in the re- 
stricted competition group of 146.7 in 1947 and 101.1 cents in the more competi- 
tive group. The second point, and here some of our followers desert us, is that 
the monopolistically competitive industries are rather strongly northern. 


; 
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Second, may we ask just what economic effects does the worker in the more 
highly competitive industries face when he attempts to strike for a wage increase 
in comparison to those faced by the worker in the more monopolistically competi- 
tive industries? 

We recognize that the elasticity of demand for a product is of first importance 
in determining the effect of a change in the price of a productive factor. If the 
demand for the product is inelastic and labor is an important and necessary fac- 
tor in its manufacture, a rise in wages will cause a relatively larger increase in the 
price of the product and a smaller change in the number of firms and the output of 
the industry. Taken further, therefore, the decrease in labor employed will be 
relatively smaller. In essence, an inelastic demand for any product is likely to 
result in an inelastic demand for any input factor necessary to produce it. 

On the other side of the ledger, of course, where the demand for a product is 
elastic, a rise in wages will produce only a relatively small change in the price of 


that product, and a larger reduction in the number of firms, in the amount pro- 
duced, and in the amount of the labor factor employed. 

Expressed in curves, we refer to Figure 1, showing the marginal revenue pro- 
ductivity of labor in a monopolistically competitive industry DD and D’D’ 
showing the same curve for labor in a more competitive industry. The one im- 
portant point to be noted is the relatively greater elasticity of the demand curve 
for labor in the more highly competitive industry. To the individual plant, and 
to the entire industry if entry is easy or competition by substitution is strong, 
this is an economic fact of demand which both management and labor face, re- 
gardless of their own desires in the matter. 

To relate this to actual industry conditions, we can simply call attention to the 
quick translations into increased prices without corresponding decreases in sales 
which we have seen following (or even preceding) the wage increases in the auto- 
motive, coal, and steel industries. On the opposite hand we see the difficulties 
which unions and management face in textile, service, and food industries in pro- 
ducing satisfactory results for their people in the form of wage increases. 

Third, that a warped wage pattern has developed between our “monopolistic” 
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and “competitive” industries is more defensible from the data here presented 
than that this warped pattern also has a distinctly regional reaction against the 
southern worker, the author readily admits. Out of belief, and for the sake of 
more careful development, however, the author suggests that this regional pat- 
tern against the southern worker does exist. 

This rests entirely on the judgment that the industries listed in column (8) of 
Table I as monopolistically competitive and northern are proportionately less 
southern, considerably so, than those classified as “more competitive” and are 
representative of a larger picture. This does not deny that the problem is 
broader in scope and could be more accurately treated on an industry than on a 
regional basis. The defense of the regional position is in this case simply that our 
viewpoint here is a southern one. 

With the reader’s patience in the face of unevidenced “conclusions,” these 
problems are projected for discussion: 

(1) That perhaps the southern laborer might meet with more success by fight- 
ing to increase the national minimum wage than to increase wages in his one 
plant. 

(2) That industry-wide or at least “market-wide”’ collective bargaining is the 
one hope for the laborer in highly competitive small enterprise industries. 

(3) That a “labor parity” approach by industries may some day become neces- 
sary, along the lines of the farm parity program. 

(4) That the solution may lie along the approach of breaking monopoly or along 
the active participation of the government in low-priced credit arrangements 
which would actually permit the tremendous expenditure necessary to enter into 
restricted competition fields such as the Kaiser-Frazer and Tucker efforts to enter 
into the automotive field. 

(5) That increasing labor mobility, both from a locational and skill standpoint, 
and increasing competition under vigorous prosecution of the antitrust act may 
lessen or eliminate the author’s worries. 

The Austin Co., Inc. Rosert C. Austin 

Greeneville, Tennessee 


Free Trade and Southern Progress 


Buford Brandis, who is an associate professor of Business Administration at 
Emory University, has recently published a pamphlet entitled Is the South 
Expendable?! Professor Brandis outlines the serious problem facing the South: 
the need to move over 2,000,000 southern workers from agriculture to industry 
during the next 15 years* at the same time that overseas competition threatens 
the South’s principal industry—textiles. Professor Brandis uses the southern 

1 Buford Brandis, Js the South Expendable?, The Dowd Press, Inc., Charlotte, N. C., 
Feb. 1949. 

2 “The mechanical cotton picker, the flame cultivator, the tractor, and other devices are 
going to reduce the number of workers needed in Southern farms by 2,000,000 within the 
next 15 years. ..”’ (pp. 8-9). This is in addition to the surplus caused by population in- 
crease. ‘The net reproduction rate of 1935-39, if maintained, would bring about a doubling 
of Southern farm population every 28 years”’ (p.8., Brandis’s italics). 
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problem as the basis for an attack on American foreign economic policy. “It 
is a policy which places on the poorest region of the country the brunt of the bur- 
den of a national shift towards free trade. It does this by threatening the level 
of employment and income in that region’s largest manufacturing industry— 
textiles—and it does this at precisely the moment in time when mechanization 
of Southern agriculture is beginning to multiply the region’s applicants for in- 
dustrial jobs.’ 

Itis not entirely clear just what Professor Brandis is for. Most of the pamphlet 
reads as if he would like to abolish reciprocal tariff reductions, the ITO, and 
perhaps the IMF and the World Bank as well; and he presumably would have 
Paul Hoffman and General MacArthur refrain from developing textile industries 
in Europe and Japan. But in his concluding section he says, “It is, of course, 
quite true that, in order to export, the United States must import but it does not 
follow from this truism that, in order to export, the U. S. must import textiles.’ 
This implies that present policy would be all right if only it included a prohibitory 
tariff on textiles. But Professor Brandis does not say so. Most readers doubt- 
less will interpret the pamphlet as a broad attack on free trade rather than ad- 
vocacy of a tariff on textiles only. 

Professor Brandis’s criticism of American policy is based on the interests not 
only of the South but of the whole country and foreigners as well. ‘To plunge 
the South into depression will severely reduce U. S. national income and thus 
reduce our total imports and aggravate the so-called ‘dollar shortage.’ Further- 
more, to weaken the American economy will surely weaken the free world, for 
the American depression of the 1930’s was a basic cause of the world-wide de- 
pression that spurred Hitler’s rise to power.’ 

This argument does not appear tenable. Professor Brandis cites Professor 
Ratchford’s judicious study, which shows that it is very difficult to tell whether 
the South would have a net gain or loss from free trade.6 In any event, the 
amount of frictional unemployment directly generated in the South would be 
small relative to the entire American economy. It can reasonably be assumed 
that, at most, a million and a half workers would lose their jobs if the southern 
textile industry were wiped out altogether.’ By itself, this would not consti- 
tute a depression for the United States, even if it all occurred at once. Actually, 
the unemployment would be spread out over a number of years, part of the in- 

3 Op. cit., pp. 17-18. 

4P.18., Brandis’s italics. 

5P.19. 

®B. U. Ratchford, ‘‘The South’s Stake in International Trade—Past, Present, and 
Prospective,’’ Southern Economic Journal, April 1948, pp. 361-375. 

7 About three-quarters of a million are employed in the textile industry in the South, 
using broad definitions of both terms. Assuming arbitrarily that for every worker directly 
employed in textiles there is another indirectly dependent on that industry, the result is a 
million and a half who owe their jobs to textiles. No allowance need be made in this analy- 
sis for cotton farmers. If the United States were to import all the textiles now produced 
in the South, foreign countries would have foreign exchange to buy southern cotton. If 


we price cotton out of world markets through our support program, we need not worry about 
the subsidized farmer. 
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dustry would remain indefinitely, and some of those workers would promptly 
migrate to places where job opportunities were more favorable. Professor Bran- 
dis could anticipate depression as a result of free trade only if the unemployment 
cumulates in a downward spiral. This would occur only if there were other 
more important forces at work making for depression® (and only if there were no 
effective full employment policy by the government). In such a case, free trade 
would be only one of the causes of the depression. 

There is room for considerable doubt about the wisdom of Professor Brandis’s 
position even from the point of view of the South’s welfare. Is it really in the 
long-run interests of the South to freeze an industrial structure centered on 
textiles? As was pointed out at the meeting of the Southern Economic Asso- 
ciation in Atlanta, November 1948, it is not an unmixed blessing that the South 
had to begin industrialization with the low-income-yielding textile industry. 
It is taking a dim view of the South’s prospects to hold that it must cling des- 
perately to textiles rather than advancing, as old England and New England 
have done, to more profitable undertakings. It is taking an even dimmer view 
to hold that the South has no better remedy for excess farm population than to 
lobby against free trade. 

But a broader issue is involved. American economic policy is part and parcel 
of American foreign policy. American foreign policy is part and parcel of the 
cold war. That policy assumes that American security, and perhaps the sur- 
vival of civilization as well, depends on the economic recovery and development > 
of countries outside the Soviet bloc. Their recovery in turn depends on develop- 
ing exports to the United States to pay for needed imports. Hence, our policy 
of moving towards free trade. It is easy for Professor Brandis to say that their 
exports need not be textiles, but as his preceding analysis shows, that industry 
offers one of their better prospects. This is no time to seek small and doubtful 
gains for the South at the expense of countries we hope will in time of need be 
our first line of defense.® 

Vanderbilt University Renpies FELs 


Professor Fels and the Dragon 


Elsewhere in this issue of the Southern Economic Journal, Professor Rendigs 
Fels of Vanderbilt University publishes a comment on my pamphlet, Is the 
South Expendable? The Managing Editor most courteously gave me an oppor- 
tunity to read this comment, which is entitled “Free Trade and Southern Prog- 
ress,” prior to publication and has made this space available for my reply. 

“Tt is not entirely clear,” says Professor Fels, “just what Professor Brandis is 
for.” Surely, one does not have to be for something on every occasion when he 

8 Such a force might be a technological revolution in southern agriculture, which together 
with population increases would force hundreds of thousands (or even millions) of ex- 


farmers to seek jobs in the city. But the fact that no such jobs would be available in 
textiles would not be the fault of free trade. 


® This argument holds even in the case of countries whom we cannot depend on for allies. 


If they can obtain dollars by selling in the United States, they can become markets for our 
allies. 
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finds himself in opposition to a particular policy or idea. I am, for instance, 
against Uncle Joe as ruler of Russia although I have no immediate alternative 
candidate in mind for the job. 

Because the South is the poorest region of the country, I am against asking it 
to pay the price for a new foreign trade policy. I would feel so even if I were 
convinced (which I am not) that the ITO and related policies are wise. The 
North let the South pay for freeing the slaves; let the North pay for freeing trade! 
Let area competition be restored within the United States, for instance, before 
the South is asked to risk the loss of its major existing industry. But what is the 
actual climate of opinion? The new carpetbaggers are attempting desperately 
to have Congress reverse the Supreme Court’s decision holding basing-point 
pricing systems to be illegal, and the minimum wage is apparently about (April 
1949) to be raised. 

Professor Fels is correct in his judgment that I am opposed to free trade. The 
classical theory is irrefutable if one accepts its assumptions of full employment, 
peace in our time, and a common world-wide rate of economic development. 
The morning paper—any paper, any morning—shows how unreal these assump- 
tions are, however. Professor Fels is incorrect, therefore, in assuming that I 
would go along with present policy “if only it included a prohibitory tariff on 
textiles.” Nor would I advocate a “prohibitory” tariff on textiles, although I 
am convinced for reasons spelled out elsewhere,' that “continued tariff protection 
is essential until the industry can, with new types of automatic machinery, reduce 
costs substantially.’” 

The problem is, of course, much broader than the textile industry alone. Is 
the South Expendable? is primarily concerned with the impact of American foreign 
economic policy upon the South and its chief manufacturing industry. It was 
originally prepared in response to a request by the American Cotton Manufac- 
turers Association that I analyze for its members the growth of textile capacity 
abroad and how such growth might affect our southern industry, together with 
the possible effects of current trade policy upon the southern economy. In 
another place* I have elaborated the point that the International Monetary 
Fund, the World Bank, and the ITO, like the UN itself, were designed in a fine 
flush of One World-ism to fit a postwar pattern that never materialized. 

Professor Fels brings into the discussion, somewhat heatedly, the cold war. 
For myself, I hold to a belief in the primacy of politics over economics in world 
affairs. I think the Atlantic Pact is the first instance of our putting first things 
first; it is the most hopeful thing in years. 

Professor Fels writes that I “presumably would have Paul Hoffman and Gen- 
eral MacArthur refrain from developing textile industries in Europe and Japan.” 
The Japanese case is much the more important and data are available which 
cast great doubt on the wisdom of relying in Japan upon textile exports to balance 

1 Buford Brandis, ‘‘The South and Japan,’’ Georgia Review, Spring 1949, pp. 3-9. 

2 Ibid., p.9. 


3 Buford Brandis, ‘‘Statecraft by Gaslight,’? Emory University Quarterly, March 1948, 
pp. 32-39. 
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foreign accounts. John R. Stewart has recently shown that from 1928-36 
Japan’s balance of trade on cotton and wool textiles was consistently unfavorable 
for her.‘ 

Professor Fels is able to take a cheerful view of the South’s situation if the 
textile industry, at present and for many decades in the past the chief industrial 
employer in the region, were to bleed to death on the altar of free trade. He 
believes that many persons presently employed in southern textile mills “would 
promptly migrate to places where job opportunities were more favcrable”’— 
but he does not locate any such places on the map or offer any proof at all that 
this would, in fact, occur. If one takes Professor Fels’ figure of southern textile 
employment—1.5 million—and assumes a two-thirds loss under “free” trade, 
this would be a 333 per cent increase in total U. S. unemployment and would 
certainly be a body blow to the boom. 

He goes further and (note 8) says we need not worry about the southern cotton 
farmer after his largest current market—the southern textile industry—is no 
more. He feels that the southern farmer will be able to sell his cotton abroad or 
to the U.S. government. The parity program will price American cotton out of 
world markets in all probability and I for one cannot contemplate with equanim- 
ity a situation in which millions of southern cotton growers become federal pen- 
sioners in perpetuity. 

“Ts it really in the long-run interests of the South,” Professor Fels asks, “to 
freeze an industrial structure centered on textiles?” I have certainly advocated 
no “freezing” of the southern economy. My point is simply that, as most econo- 
mists agree, the South needs a great deal more capital investment and cannot 
afford to lose any it already has. Of course, textile manufacturing requires more 
labor relative to capital than does the automotive industry. But it requires 
a lot less labor relative to capital than does sharecropping. Mechanization of 
agriculture in the South is displacing so much labor from the farms that both 
textile and automobile plants are moving South—we need more of both. 

Professor Fels battles manfully for the world of automatic adjustment pictured 
so nicely by the John Stuart Mill of the Principles. But Mill is gone and the 
Dragon of Mid-Twentieth Century reality breathing war and depression upon 
the Victorian world has slain the classical assumptions. I admire Professor 
Fels’ gallant stand but I cannot join him in what, to me, seems futility. 

Emory University Burorp BRANDIS 


4 John R. Stewart, Japan’s Textile Industry, Institute of Pacific Relations, New York, 
1948. 
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BOOK REVIEWS 


The Framework of the Pricing System. By E. H. Phelps Brown. Lawrence: 
Student Union Book Store, University of Kansas, 1949. Pp. xvi, 221. $3.25. 
The purpose of this book, the first edition of which was published in 1936, is to 

present to the reader a purely formal analysis of the workings of the price system. 

It is the author’s intention to reduce the pure theory of competitive pricing to as 

simple a basis as is possible within the limits of formal analysis. Although the 

subject matter of this volume is inherently complex, each argument is carefully 
explained and every effort is made to carry the reader through all essential steps. 

Those who wish an introduction to the systematic analysis of the framework of 

the pricing system will find this study very worth while. 

The procedure of this study is quite simple. Three elementary models are 
constructed to explain the operations of the consumers’ market, the producers’ 
market, and the whole pricing system, which combines both types of markets. 
All that is required on the part of the reader is a limited understanding of the 
theory of equations and differential calculus. After having explained the mean- 
ing of the consumer’s substitution function, the author then turns to his first 
model. This model of the consumers’ market is set up for two consumers with 
given incomes per week which are spent on two commodities supplied in given 
amounts perweek. When he has developed three pairs of independent equations, 
the author shows how prices and quantities are determined within the model as 
set up. A similar treatment is applied to the producers’ market in which the 
concept of the production function is introduced. The model of this type of 
market is set up for two producers with given expenditures per week and two 
factors of production which are available in given amounts per week. Six equa- 
tions are again developed for the purpose of explaining an equilibrium position 
for the prices of the two factors of production and the amounts of each factor 
engaged in each employment. 

The final problem is to unite the consumers’ and the producers’ markets in a 
model of the whole price system. This is done by providing two connections 
between these markets. The first connection is made by assuming that the 
amounts which entrepreneurs have to lay out must be the same as the amounts 
which they receive from their sales. The second connection is secured by im- 
posing the condition that the amounts sold to the consumers must be the same 
as the amounts created by the factors of production. Working with these two 
basic assumptions, the author then points out that a change originating with the 
consumers must eventually affect the hiring of productive factors, just as a 
change originating with the productive factors must inevitably affect the pur- 
chases of consumers. 

After having set up these three simple models, the author is careful to point 
out that his formal theory of the price system is but “an essential preliminary” 
to price analysis. It throws light only on those movements in economic affairs 
which prevail in the long run. The author emphasizes the fact that his models 
provide no solutions for problems of the business cycle, because no account is 
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taken of the importance of the supply of money. He might very well have gone 
further to explain that his models have nothing to reveal about long-run secular 
economic developments which raise the whole question of the importance of 
economic change. The models of the pricing system as worked out in this study 
are static, as the author explains, and have nothing to do with the evolutionary 
aspects of economic life. 

In explaining how his study of the framework of the price system is valuable 
as a preliminary type of economic analysis, the author draws attention to the 
universality of his formal theory by showing that it is equally applicable to 
unplanned and planned economies. He shows that in both types of economic 
systems, where consumer freedom is a goal, the “principle of the greatest benefit 
on the whole” is equally valid. In a planned economy, after the uses of the 
productive factors for “‘collective ends” have been agreed upon, the problem is 
to apply the remaining factors so that consumer benefits are maximized. This 
is true, but it should be called to mind that today, in Great Britain, the major 
disagreements relate to “collective” rather than to “individual ends.” On such 
collective problems the author’s price analysis throws no light. His little volume, 
nevertheless, will be found very useful by those who want an introduction to 
model-building in the field of competitive pricing. 

University of Maryland Auuan G. GrucHY 


The Location of Economic Activity. By Edgar. M. Hoover. New York: Mc- 

Graw-Hill Book Co., 1948. Pp. 310. $3.75. 

This is one of the Economic Handbook Series that seeks to formulate a body 
of principles relating to locational forces as they affect economic activity, and to 
suggest “ideas on the selection of locations for private and public facilities, land 
utilization, metropolitan and regional planning, and programs of industrial 
development and stabilization at local, state, regional, and national levels.” 

Although the viewpoint of the individual businessman is selected by the author 
for developing his subject, his treatment of each topic is so thorough that the 
interests of all parties concerned—consumers, labor, property owners, transpor- 
tation agencies, industrial development associations, communities, and the 
various levels of government agencies—are admirably covered. Considering the 
author’s experience and his objective, the application of locational principles, it 
is understandable that the subject would be well developed. What impressed 
the reviewer is the concise manner in which all the essentials of each topic are 
presented. 

The book, after one introductory chapter, is divided into four parts as follows: 
I—Locational Preferences and Patterns, seven chapters; II—Locational Change 
and Adjustment, three chapters; III—The Locational Significance of Boundaries, 
two chapters; and [V—Locational Objectives and Public Policy, five chapters. 

The author finds various aspects of transfer costs to be among the most com- 
pelling reasons governing location, although these vary both in significance and 
magnitude for different types of industry and business. In the early chapters 
many schematic diagrams are used to illustrate locational tendencies under 
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assumed sets of conditions. These are likely to give a first impression that the 
book is theoretical and abstract, an opinion soon dispelled by reading subsequent 
chapters. 

Sections on the concentration and decentralization of industry are especially 
well presented; the author focuses attention on the relative importance of the ma- 
jor advantages of concentration, and shows why decentralization has been suc- 
cessful in some cases but not so in others. Many useful suggestions, and some 
warnings, are provided for agencies seeking to industrialize nonindustrial areas. 

For those looking to atomic energy as a decentralized source of industrial 
power, the author’s comments are none too encouraging. Its foreseeable use 
will be (if authorities permit) to generate electricity in areas where coal is not 
unusually cheap. The outlook “‘is that almost any region on earth may soon be 
able to generate electric energy from secondary-pile units at costs comparable to 
present costs in those regions of the United States which must bring coal con- 
siderable distances by rail.”” However, the demand at one place will need to be 
fairly large, roughly about 0.8 per cent of the total generating capacity of the 
United States at present. 

Although the author presents the facts portraying trends in industrial location 
fairly, showing the prewar trend toward smaller urban centers with a high con- 
centration in metropolitan centers during the war, his discussion of labor emigra- 
tion versus “bringing industry to the people” may not be accepted as conclusive 
by many readers. While he is careful to qualify his appraisal of the usual 
arguments by stating that “either policy becomes debatable only when it involves 
subsidy or discrimination,” his conclusion that it is another “infant industry” 
case may result in disposing of a major problem through reasoning by analogy 
rather than stimulating research seeking the best possible solution. It seems to 
the reviewer that in a democratic country unified to the extent that we are 
through the federal government, with our power to set goals in terms of human 
values, to determine our own future development within our own country as we 
want it there are more possible angles to this problem than those subsumed 
under the ‘infant industry” label. With the author’s excellent knowledge of 
locational forces he would be in a very favorable position to suggest areas of 
investigation likely to result in satisfactory solutions to this problem. 

In discussing the “explosive” character of recent metropolitan development, 
the author presents some unusually vivid maps of our large cities’ growth. 
These are in pronounced contrast to the abstract schematic diagrams used in the 
first part of the book. 

The Location of Economic Activity is a valuable contribution to so many subject 
matter fields that it seems unwise to classify it into any particular division of 
economics or administrative policy. 


University of Mississippi Pearce C. KELLEY 


The Basing-point System. By Fritz Machlup. Philadelphia: Blakiston Co., 
1949. Pp. vii, 275. $5.00. 


Professor Machlup has presented the case against delivered price systems in a 
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monograph that deserves wide attention. Many people have had difficulty in 
orienting themselves in the flood of specialized professional articles, newspaper 
stories, and business statements that have appeared since the Supreme Court 
held a year ago that the pricing practices of the cement industry were illegal. 
For such persons The Basing-point System will be especially welcome. It is 
systematic, well documented, and comparatively thorough, and it requires of the 
reader only a general familiarity with economic principles. 

The first 25 pages provide a lucid description of the basing-point system and 
other delivered price systems. Next follows a review of the business, legal, 
economic, and political aspects of the present controversy. Chapter III sum- 
marizes the experiences of the steel, cement, and corn products industries with 
the basing-point system. There are two chapters on the economic nature of the 
system, and two more on the economic consequences. A consideration of the 
cost of abolishing the system completes the book. 

Professor Machlup considers uniform f.o.b. mill pricing as “the only practica- 
ble alternative to the basing-point system in industries with a heavy concentra- 
tion of control.” He concedes that to impose this practice on such industries 
probably is beyond the present powers of the Federal Trade Commission. How- 
ever in this monograph his attention is not directed to the possibility of outlawing 
all types of delivered price systems. Rather he seeks to combat current efforts 
to weaken present legal restrictions on their use. 

A few errors exist in what is on the whole a highly competent treatment. The 
average realized mill net price is not always below the base price, although this 
is a common occurrence (p. 104). Establishment of an additional basing-point 
with a base price higher than that of the original base by the exact amount of 
the freight rate from the original base to the new base will not always leave 
unchanged the prices at destinations governed by the new basing point (pp. 109, 
150). This would happen only where shipments from the original base to such 
destinations moved under combination rates, one component being the rate from 
the original base to the new base. In considering whether single plant firms in 
an industry would be injured if f.o.b. mill pricing were substituted for basing 
point pricing, it is improper to ignore a possibility because economists are unable 
to forecast whether it would eventuate (p. 219). On the same issue, resort to 
local price cutting by the larger firms is considered unlikely principally on the 
assumption that they do not have scattered plants (p. 189). 

A perplexing issue with which Professor Machlup does not deal satisfactorily 
is whether under “a higher degree of competition” most of the firms in the 
industries concerned would cover all their costs in the long run. They would 
do so, to be sure, if in the aggregate the investment decisions of current and 
potential members of the industry do not overestimate future demand. But to 
insist that this is desirable (p. 210) does not demonstrate that it generally can 
be achieved. The argument at page 190 is sound as far as it goes, but it does 
not dispose of the problem. In the general work Professor Machlup now is 
preparing it is to be hoped he will explore the issue more fully. 

University of North Carolina Frank J. Kotrxe 
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Ordeal by Planning. By John Jewkes. New York: Macmillan Co., 1949. 

Pp. xi, 248. $3.75. 

Professor Jewkes has written a carefully thought out and, in the circumstances, 
a most calmly considered book on the economic policy and practice of the British 
Labor Government. He has also presented, though in less detail, an alternative 
to the socialist program. There is a touch of the invisible hand in the work, 
coming as it does from the Stanley Jevons professor of political economy in the 
University of Manchester. 

His case against British socialism rests upon two familiar points: a free market 
alone can make the most productive use of resources, and it alone can provide 
the kind of economic environment within which there can be a respect for and 
steady growth of individual freedom. It is Jewkes’ contention that, under the 
human circumstances we reasonably can expect to prevail, a government which 
sets out to direct the use of resources can never acquire the amount of infor- 
mation essential to success, that the very nature of political power prevents 
those in authority from possessing the knowledge required for so complex an 
undertaking while their subordinates who are specialists can never possess the 
power needed to execute the plan, that the errors of planning are unremitting and 
cumulative because no means exist for detecting them in advance, that apart 
from these difficulties the planning efforts of a single nation must be dashed by 
the uncoordinated plans of other states, and finally that the promises of material 
plenty which are held out can never command the enthusiasm and moral support 
of society even if these promises could be redeemed. 

When Jewkes turns to the political results of the current policy, he is con- 
siderably more restrained, almost indeed as if he could not bring himself to 
believe that the democratic tradition of Great Britain must necessarily fall 
beneath the weight of the government’s economic power. He does cite a few 
incidents in which this power has been used in a menacing way and he quotes 
some British officials who appear to be chafing under the inhibitions of democracy. 
However, the burden of this side of his case is directed to the future, in which, 
he says, liberty must give way if planning is to continue. 

His alternative to the present state of affairs is a public policy of enforcing 
competition and of assuming the responsibility of full employment, the latter to 
be discharged by the well-known Keynesian means of keeping up effective 
demand. 

One of the remarkable features of the book is the dispassionate analysis of 
why men want to turn their economic affairs over to the government. He does 
not trace the idea to the Satanic wills of eastern European socialists, but finds 
instead that it comes of some very human and very civilized desires, which 
however mistaken they may be in their application to economic conduct are 
quite understandable and in themselves often commendable. Another excel- 
lence of the book is the way it avoids gilding the enterprise system and blacken- 
ing the presumptions of planning. Because so many works in the past have 
unfortunately assumed the best possible operation of free markets and the very 
worst about all government control, while those on the other side have reversed 
the procedure, the two rarely have come to issue over the points which really 
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matter. They are (itseems to this reviewer) what we can expect, from our knowl- 
edge of the mechanics of political economy and from historical experience, of 
free enterprise and of planning in raising real income and in advancing freedom 
and equality. Jewkes’ book is a contribution to the discussion of these matters. 
His views are for the most part unequivocal, but they are not doctrinaire, or 
dogmatic, or opinionated. He simply has taken a position, as anyone entering 
the discussion eventually must do, and has expressed it in a clear and very 
readable fashion. 

In mentioning this volume, it would be a pity not to call attention to what in 
most books is a chore but here is a charm, and that is the footnotes. They are 
full of rare quotations from planners of all brands. How accurate is the impres- 
sion they leave, I do not pretend to know but I shouldn’t want the job of explain- 
ing some of them away. Jewkes’ book certainly is not one of those of which the 
footnotes can be read and the text skipped, but read the footnotes must be. 
They contain the twentieth century installment of Sir Raffle Buffle in the Cir- 
cumlocution Office. 


University of Illinois in Chicago WituraM D. Grampp 


Current Economic Problems. By Henry William Spiegel. Philadelphia: Blakis- 
ton Co., 1949. Pp. x, 726. $5.00. 

This is an excellent college textbook suitable for use in any class in current 
economic problems, especially in that portion of principles of economics classes 
which is devoted to this subject. The thesis of the book is that the four great 
economic problems of this age are related to the quest of this civilization for 
economic progress, economic security, economic freedom, and international 
economic peace. In addition the author adds a chapter each on the “prospects 
of agriculture,” “‘special problems of the South,” and “special problems of the 
West.” The 19 other chapters of the book are written around the four problems 
already indicated. 

The style of the author makes the book especially attractive for the general 
reader as well as the student. The approach to the various current economic 
institutions and problems is temperate in tone throughout. The presentation of 
such controversial subjects as “the rights of organized labor,” “the quest for 
justice in distribution,’ communism, facism, and socialism, are examples of 
moderation in tone. The treatment of “concentration of economic power” and 
“government and business” may be cited as other examples. The consumer and 
full employment in the economic order are given a prominent but not dispropor- 
tionate place. The treatment of government finance is a conservative one 
scarcely suggestive of Keynesian influence. 

The book is replete with very current statistics and simple graphics on all 
phases of our economic life. The appendix includes the text of nine of the most 
important federal laws now affecting our economic life. Constant reference is 
made to federal and state laws in all parts of the book. Yet in spite of this 
emphasis on the current aspects of our economic system the author presents a 
careful statement of the underlying principles involved, and frequently gives a 
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brief historical background of the problem under discussion. While the volume 
shows some of the influence of the author’s service in Washington in terms of 
the very current statistical and factual data, one would readily suspect that he 
may have had wide experience as a very good teacher of college students. 

The chapter groupings may be of interest to some readers of this review. 
Under “Roads to Economic Progress” are chapters on population, technological 
progress and capital formation, and problems on economic prediction and meas- 
urement. The section on “The Quest for Economic Security” includes chapters 
on the consumer, price stabilization, stabilization of employment, rights of 
organized labor, justice in distribution, life insurance and social security, housing 
and home ownership, and investments. The section on “The Balance of 
Freedom and Order’ treats maintenance of free enterprise with reference to 
concentration of economic power and government and business relations, govern- 
ment finance, economic problems of national defense, and public utilities and 
railroads. The section entitled “Toward International Peace” treats inter- 
national trade and international finance. _ 

The presentation of the economic problems of the South and West represent 
a unique treatment of regional economic problems unusual in such a text. The 
South is presented as an old agricultural economy, which as such is decadent and 
changing with industrialization and migration of population. The West is 
presented as the last frontier becoming industrialized. 

University of Richmond Raymonp B. PIncHBECK 


Foreign Economic Policy for the United States. Edited by Seymour E. Harris. 

Cambridge: Harvard University Press, 1948. Pp. 490. $6.00. 

This book, written by 24 economists, most of whom have played some part - 
in the development and implementation of American foreign economic policy, 
provides a valuable survey of the major economic problems facing the United 
States and how it has sought to deal with them. The 25 chapters of the book 
are divided into five parts, “Policy and Administration,” “Individual Country 
and Area Studies,” “International Economic Cooperation,” ‘The European 
Recovery Program,” and “Problems of International Equilibrium,” each part 
being introduced by a summary statement by Professor Harris. The reviewer 
found the individual country studies, which include chapters on Britain, Ger- 
many, Japan, Canada, Latin America, the USSR, and China, to be the most 
informative. While the studies are necessarily sketchy, they provide a concise 
account of the current developments in each of these areas, together with a 
discussion of their significance for U. 8S. foreign economic policy. The section 
on “International Economic Cooperation” contains two articles on the Monetary 
Fund and two on the International Trade Organization. These papers are 
largely a restatement of official policies already contained in speeches of govern- 
ment officials and other public releases. Likewise the section on the “European 
Recovery Program” contains little material that cannot be found in the various 
governmental reports which were published during the congressional hearings 
on the Economic Cooperation Act of 1948. A notable exception is the excel- 
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lent analytical chapter by Sydney S. Alexander on “Europe’s Needs and 
Prospects.” 

Probably the most challenging section is that dealing with ‘Problems of 
International Equilibrium,” although most of the chapters represent reprints of 
articles or restatements of views expressed elsewhere by the authors. In this 
section the authors discuss the concept of “fundamental disequilibrium,” the 
effects of currency depreciation, exchange controls, the dollar shortage, and the 
need for discrimination in trade. Professor Alvin Hansen’s criterion for a 
“fundamental disequilibrium” caused by an inappropriate exchange rate is to 
be found in what he calls the “cost-structure parity.” Such disequilibrium is 
evidenced by “the pressure of artificial competition on prices from abroad causing 
deflation and unemployment.” Professor Gottfried Haberler, on the other hand, 
argues that a “fundamental disequilibrium” requiring a change in the exchange 
rate can only exist when there isa substantisl and prolonged deficit in the balance 
of payments.! 

The issue between exchange controls and trade discrimination on the one hand 
and exchange adjustments and orthodox economic policies on the other is sharply 
defined by the chapters by Professors Thomas Balogh and Gottfried Haberler, 
respectively. Balogh’s article is especially significant in that it contrasts the 
point of view of an important section of British thought with the fundamental 
principles of American foreign economic policy. Haberler sees the solution to 
the so-called dollar shortage in terms of exchange rate adjustments and the elim- 
ination of inflation. Balogh on the other hand has serious doubts as to the 
efficacy of exchange rate adjustments and deflationary policies. He is convinced 
that world disequilibrium is the product of deep-seated structural maladjust- 
ments which are not amenable to free-market economics. His solution is to be 
found in the expansion of Europe’s productive capacity through the provision of 
large amounts of capital and the development of large marketing areas by the in- 
stitution of regional preferential arrangements. Although the reviewer believes 
that Dr. Balogh’s advocacy of discrimination is questionable as a long-run 
policy, he does not believe that his arguments have been adequately met by 
American economists of the free-trade school. This is not simply a matter of ac- 
ademic debate among economists; it is a challenge to the fundamental principles 
of U.S. foreign economic policy. 

University of Virginia Raymonp F. MIKesELL 


Socialism. By Paul M. Sweezy. New York: McGraw-Hill Book Co., 1949. 

Pp. xii, 276. $3.50. 

This book is intended as a general introduction to the subject of socialism. 
The author has quite frankly presented the history and theory of socialism from 
the standpoint of a socialist. In spite of this acknowledged bias, one should 
not regard the author’s effort as mere propaganda. 

1 The reviewer’s attitude respecting this controversy is stated in his ‘‘Role of the Inter- 
national Monetary Agreements in a World of Planned Economics,’’ Journal of Political 


Economy, Dec. 1947, and in his ‘International Disequilibrium and the Post-War World,’”’ 
American Economic Review, June 1949. 
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The book is divided into three parts. Part One defines the terms socialism 
and communism. Socialism is regarded as a complete social system differing 
from capitalism in that it excludes private ownership of the means of production 
and also differs in structure and mode of functioning. By extension, the author 
also includes as socialist, capitalistic systems which seek to attain socialism at 
some future time. This definition does not seem to include countries which 
might conceivably attain a high degree of socialism but which at no time acknowl- 
edge the goal of socialism. 

Part One also includes a brief description of the development and status of 
socialism in the Soviet Union, Great Britain, Poland, and Eastern Europe. The 
author considers Great Britain as still capitalistic. The process of socialization 
has come to a halt while planning is negative and cooperation, largely voluntary. 
This halting of socialism is attributed to the strength of British capitalists, the 
weakness of gradualism, and the dependence of Great Britain upon antisocialist 
America. 

Poland, by contrast, is regarded as socialist since it falls within the author’s 
extended definition. At present, only about 25 per cent of the manpower in 
Poland is engaged in socialist activity. This sector of the economy includes 
most industry, transportation, communication, and construction. The Polish 
Three-Year Plan deals almost entirely with this segment of the economy and as 
a result, the socialist segment can be expected to grow relative to the private 
economy. 

Part Two deals with the development of socialism and socialist thought. 
Most of the section is devoted to Marxism. This is probably the greatest 
contribution of the book from the standpoint of the beginning student. The 
author has successfully presented difficult theoretical Marxian concepts in an — 
unusually simple and direct manner. A more critical observer may object to 
the author’s acceptance of Marx’s critique of capital accumulation as having 
“. .. brought the Malthusian dogma into general discredit.”” Where is the proof 
of history? China? India? Is it not possible that capital accumulation is 
merely a particular problem of some nations due to a circumstantial combination 
of resources, technology, and population? If this should prove true, the present 
programs of socialism would prove inadequate in the long run and the real an- 
tithesis would be overpopulation. 

Part Three is entitled “‘The Debate over Socialism.” This section is devoted 
to a rebuttal of orthodox objections to socialism. Among the subjects covered 
are: private property, work, leadership, efficiency, resource allocation, freedom, 
etc. Obviously, much of this debate must be carried on at a theoretical level. 
Experience in the Soviet Union is frequently cited to offer specific illustrations 
of a more realistic nature. It would be dialectically unsound to assume the 
Soviet pattern applicable to countries entering socialism from a different cultural 
structure. 

If the beginner wishes to become rationally as well as pathologically informed 
on the subject of socialism, Paul Sweezy’s Socialism is a good place to start. 

University of Kentucky Joun T. Masten 
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American Transportation in Prosperity and Depression. By Thor Hultgren. 
New York: National Bureau of Economic Research, 1948. Pp. xxxiii, 397. 
$5.00. 

This volume is one installment of a comprehensive study of business cycles 
being undertaken by the National Bureau of Economic Research. The project 
contemplates studies of cyclical behavior in a number of important sectors of the 
economy, and it is fortunate for students and practitioners of transportation 
that this field was selected as the subject for the first of these substantive mono- 
graphs. Because of its paramount importance and the paucity of data for an 
exhaustive study of other agencies, attention is concentrated largely on the 
railroad industry, with some comparative references throughout and a single 
chapter specifically devoted to all the other transport media. 

In general, the study examines the cyclical sensitivity of traffic movement, 
equipment supply and utilization, the labor force and its performance, the 
economy of fuel (the most important of the supply items), price-wage relation- 
ships, and costs and profits. The analyses incorporated investigate in detail 
various aspects of these areas of railroad operations. For example, equipment 
utilization is examined in terms of fluctuations in carloads, trainloads, speed, 
hourly performance, and empty movement. Discrepancies between the turning 
points of the various series studied and those of the cyclical waves with which 
they are compared are noted and informatively interpreted. Over 100 time 
series are introduced to adduce the carefully considered conclusions that emerge. 

The evidence presented indicates clearly that business cycles have exerted an 
extensive and pervasive influence on all phases of railroad activity. Owing to its 
vast scope, however, it is impossible to more than suggest the type of findings 
which are of significance for railroad operations. 

One of the most interesting and significant contributions is that relating to 
costs and profits (chapter 10). This analysis shows that the industry’s cost 
position improves in expansions and deteriorates in contractions, but with the 
upturn in unit costs often appearing while traffic is still increasing and the upward 
trend being reversed while volume is still contracting (p. 271). The improved 
cost position in expansions and its reverse emerges from the domination of 
physical input-output relations over counter-moving factor prices (p. 291). 
This analysis deals with operating costs, excluding such relatively fixed items as 
interest on indebtedness, taxes, and rents. It is subsequently shown that these 
latter factors vary considerably less than traffic, as a result of which the succes- 
sive variants of profit (after successive deductions for taxes, rents, and interest) 
show progressively greater fluctuation. 

It might be noted that no mention is made of the influence of capacity utiliza- 
tion on unit cost behavior, which seems surprising in the case of an industry 
possessing the large burden of fixed costs that characterizes the railroads. It is 
true that by the time net profit is reached all costs have been included which 
would reflect fully this factor of plant utilization. The question arises, however, 
whether it might not have been helpful to include a specific cost analysis devoted 
to all costs, “fixed” as well as operating. Such a procedure would certainly have 
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minimized and may well have eliminated the leads and lags cited above. The 
inclusion of the relatively fixed costs would doubtless have extended the duration 
of the cost decline in expansion and continued the upward cost trend in con- 
tractions, making for a closer correspondence between the cost and traffic waves. 
On the other hand, if the chronological leadership of cost over volume in the 
upswing of traffic still persisted, this might indicate overutilization of plant in the 
later stages—i.e., operation on the rising portion of the short-run average cost 
curve, which would indeed be a significant finding. 

There are a number of lessons for railroad management, regulatory authorities, 
and students of transportation in this volume. A sample in the field of pricing 
might be suggested. The movement of durable goods, which typically travel 
relatively short distances, fluctuates more violently than that of other types of 
commodities, as a result of which the average haul varies inversely with traffic 
(p. 17). Freight revenue per traffic unit depends upon these factors of traffic 
composition and average haul as well as upon prices charged, but the latter 
dominate in such a way that alterations in revenues per traffic unit reflect changes 
in rates (p. 235). Freight revenue per ton-mile has shown a rather well-defined 
inverse relationship to traffic (p. 237), indicating a tendency to reduce rates 
when traffic is expanding and to raise them in contractions. A large part of the 
explanation for this perversity lies in the general rate level increases and reduc- 
tions which have been prescribed by the Commission on several occasions since 
the first world war (p. 248). All but one of these changes contributed to this 
inverse conformity (p. 248), the increases persistently having been made in the 
face of declining business, and decreases in periods of expansion. The latter 
situation may be quite acceptable on occasion in a regulated industry where an 
objective of public policy is to keep earnings at a reasonable level and where, as 
confirmed in this study, profits improved in traffic expansion. But the opposite 
course, general price increases in the face of declining volume, does not appear 
so reasonable. It would appear that in the future the Commission and railroad 
management should scrutinize more closely the economic weather before such 
far-reaching action is taken, particularly in view of the effect which the recent 
general increases have had in diverting traffic from the railroads. 

Despite the large number of time series introduced, the data are presented in 
an orderly and readily digestible form. Nowhere in the literature is there such 
a comprehensive study of the effects of traffic fluctuations on railroad operations. 
This volume constitutes a unique and monumental contribution to transpor- 
tation literature. 


University of Florida MerrRILL Roberts 


Taxation of Manufacturing in the South. By James W. Martin and Glenn D. 
Morrow. University, Alabama: Bureau of Public Administration, University 
of Alabama, 1948. Pp. vii, 110. 

This volume provides a critical evaluation of the tax systems and tax adminis- 
tration of both state and local governments in the southeastern states with 
particular reference to their effects on manufacturing activity within the area. 


3624888 


100 BOOK REVIEWS 


Special attention is paid to the provisions for tax exemption for manufacturing 
by governmental units within the region. The comparative tax loads of manu- 
facturing firms in different states are examined together with the relative tax 
burdens of manufacturing as opposed to other forms of economic activity. 
This study considers these problems in light of both the growing industrialization 
of the South and recent trends in tax revenues and administration. 

Much of the basic material for this volume was provided by students of 
governmental finance in the area. While some of this material has previously 
been available in a limited form, it is brought together for the first time in this 
study. The authors have illustrated the study with considerable case material 
from both state and local government sources. 

Perhaps the most provocative sections of this study deal with the comparative 
tax burdens of manufacturing firms in different locations and the effects of state 
and local tax differentials upon industrial development. Careful examination 
of comparative tax loads and recent industrial development leads the authors to 
conclude that no positive correlation is found to exist between tax loads and 
their distribution and rates of manufacturing growth. While this conclusion is 
based upon a considerable amount of evidence, the complexity of the subject, 
the limited volume of available data, and the time lag between the imposition of 
tax differentials and their possible effects on economic activity all appear to 
indicate that further investigation of this topic is needed. 

While the taxation of manufacturing is emphasized, much valuable material © 
is provided for students interested in the broader problems of tax administration 
and fiscal policy at the state and local level. The authors are to be commended 
for their work in making available a wealth of data concerning state and local 
taxation in the southeastern region. 

University of North Carolina JoE §. Fioyp, Jr. 


The South in Action: A Sectional Crusade Against Freight Rate Discrimination. 
By Robert A. Lively. The James Sprunt Studies in History and Political 
Science, Vol. 30. Chapel Hill: University of North Carolina Press, 1949. 
Pp. viii, 98. $1.25. 

This monograph discusses the interterritorial freight rate controversy from 
the political standpoint. Other studies have treated it from the economic point 
of view. In his own words, the author’s reason for writing the booklet is the 
“somewhat naive persistence (of economists and professional traffic men) in 
isolating the South’s recent gains through rate reform from the political levers 
by which gain was achieved.” 

After a brief description of existing class rate structures, the author explains in 
order in political terms the initiation of efforts to bring about rate reform, the 
Southern Governors Case, the conflict of interests within the South, the findings 
in the Class Rate Investigation, the probable effects of the decision in the Class 
Rate Case, and Georgia’s suit in the Supreme Court against railroad rate bureaus. 
Principal credit for the South’s victory in the long rate controversy is given to the 
Southern Governors Conference and the general conclusion is that “‘a combination 
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of crusaders, business men, politicians and research agencies is sure to result in a 
type of compromise not always attractive. Failure, however, to recognize the 
worth of such union would represent critical misjudgment in a region still seeking 
to lay the persistent ghosts of a troubled past. Worthy reform can scarcely 
mount the spavined nag of political confusion without loss of dignity—a small 
enough sacrifice, when profit for the South is so great.” 

As a detailed, fully documented account of the political action connected with 
the interterritorial freight rate controversy, this study represents a contribution 
to knowledge. As a judicious appraisal of the actual and the appropriate role of 
politics, it is disappointing. The author takes economists and transportation 
experts to task on account of their “vivid inaccuracies” and “linguistic and 
statistical complications,” but he himself becomes guilty of loose expressions. 
The reasons for the long survival of an outmoded rate structure are said to lie 
in the determined opposition of business and railroad interests of the North and 
South (p. 17). Surely this declaration is too simplified. Another example of 
several careless statements is the assertion that freight rates are a very small 
fraction of the sale value of a given article (p. 78). This is decidedly untrue 
for many commodities. 

Since politics is not the major interest of transportation economists, they 
should not be criticized for devoting their attention to the economic aspects of 
the rate controversy. Neither should their concern with these aspects be taken 
to mean a failure to recognize the role of politics. Probably all students of 
transportation would concede that political pressure expedited the decision of the 
Interstate Commerce Commission in the Class Rate Case. Most of them would 
also doubtless agree that Congress may appropriately call upon the Commission 
for investigations. What transportation specialists object to is the decision of 
cases by politicians, and it seems reasonable to believe that the final judgment 
in the Class Rate Case turned primarily upon the relative costs of railroad 
service in the South and in the North. 

University of Florida TrumMAN C. BicHaM 


State Labor Legislation, 1937-1947. By Sanford Cohen. Columbus: Bureau of 

Business Research, Ohio State University, 1948. Pp. 150. $2.50. 

The controversy which has been raging over the proper scope of federal 
regulation of labor-management relations has tended to obscure the interesting 
developments which have recently occurred in the field of state labor legislation. 
Whereas Congress has shown marked signs of vacillation in the midst of heated 
argument from the proponents of both sides, those states which have ventured 
into the area of labor-management relations appear to be in agreement that 
labor unions must be subjected to strict regulation for the protection either of 
employers or of the public. It is the purpose of this book to examine and analyze 
the scope of state labor legislation during the 10-year period from 1937 to 1947. 

The author has presented a compact and well-organized study of state labor 
legislation. In addition, he has clearly set forth the changing trend of such 
legislation during the decade under consideration. In 1937, there were five 
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states which adopted the federal policy then in effect in the Wagner Act by passing 
so-called “Baby Wagner Acts.” Only two years later the reaction commenced 
with the enactment by a few states of unfair labor practices for employees as 
well asemployers. Since 1939, 18 states have passed laws prohibiting or restrict- 
ing closed and union shops. And in one extreme case, Delaware in 1947 passed 
a law defining unfair labor practices by employees in great detail and actually 
omitting any unfair labor practices by employers. These various state laws are 
carefully described by the author and are conveniently tabulated for ready 
reference in a useful appendix to the book. 

The limited scope of this book should be made clear. When the author 
declares that 13 states have prohibited the closed shop as of May 1948 (un- 
accountably, he has listed only 12 such states in his appendix), he carefully 
describes the trend indicated in these states but omits any substantial discussion 
of the obvious corollary that 35 states have failed to prohibit the closed shop. 
It is equally as important to determine why 35 states have failed to prohibit the 
closed shop as it is to list and describe the laws adopted by 13 states. In con- 
sidering the subject chosen by the author, it would be useful to analyze whether 
closed shop prohibitions were proposed in any of the 35 states which failed to 
act, the reasons for the defeat of any such proposals, the approximate number of 
employees covered by the absolute prohibition in 13 states, the approximate 
number of employees not so covered in the remaining 35 states, a comparison of 
the over-all trend based on the number of employees covered in relation to the © 
total number of employees subject to state labor laws, a comparison of the in- 
dustrial significance of the 13 prohibiting states with the 35 nonprohibiting 
states, and a host of similar factors which would have revealed trends based on 
more adequate material than is contained in this book. 

University of North Carolina GeraLp A. BARRETT 


Collective Bargaining—Principles and Cases. By John T. Dunlop. Chicago: 

Richard D. Irwin, 1949. Pp. xi, 433. $4.00. 

Professor Dunlop has produced in this volume an interesting and useful book. 
It will have its chief value as a body of material around which a course on col- 
lective bargaining may be organized. 

The greater part of the book is made up of a selection of cases illustrating a 
wide range of real-life issues in the field of labor-management relations. These 
are arranged in relation to certain areas which are significant in collective bar- 
gaining, for example, discharge and discipline, union security, employment 
rights in jobs, work schedules and premium pay, and wage structure. A brief 
statement introduces each category in which the essential issues are identified 
and pointed up. Then follow several cases to illustrate the issues involved. 

The first 110 pages present a systematic discussion of some of the main prin- 
ciples of collective bargaining. The author does not pretend this discussion to 
be definitive; rather, it is intended as an introduction for an intensive study of 
collective bargaining on the part of the class. It would be a very valuable 
contribution for the field if Dr. Dunlop would, at some future time, develop 
fully the ideas suggested in this section. 
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The present volume should serve well the purpose for which it is intended. 
University of North Carolina Paut N. GuTHRIe 


Rothenberg on Labor Relations. By I. Herbert Rothenberg. Buffalo, N. Y.: 

Dennis & Co., 1949. Pp. lxii, 834. $15.00. 

This volume represents an ambitious undertaking in which the author attempts 
to traverse a wide area of labor relations. It would appear that his goal has 
been to prepare a comprehensive handbook and reference work on various 
aspects of labor relations, principally when such relations are affected by law. 

The first 156 pages are given over to the task of setting the stage for the con- 
sideration of labor law in the remainder of the volume. The stage setting oper- 
ation is concerned with such matters as the classification and composition of 
labor unions, a description of the organizational structure of the American 
Federation of Labor and the Congress of Industrial Organizations and a review 
of methods and operations of labor unions. Included in this preliminary treat- 
ment is a discussion of strikes and the methods used by unions in prosecuting 
strikes. 

On the whole, this preliminary discussion is very elementary, incomplete, and 
ragged. In addition, reference should be made to the author’s attempts to treat 
briefly the historical development of the American labor movement. This 
discussion is inadequate and frequently in plain error, both of fact and opinion. 
The most striking of these errors is the apparently complete misunderstanding 
of the Knights of Labor. To classify the Knights as a “federation” as that term 
is used in the AF of L, is to miss a major point of contact between the two. 
The statement that the American Federation of Labor was organized in 1881 is 
another illustration of loose historical treatment. 

The greater part of the volume is concerned with a consideration of labor law, 
including a very large number of excellent citations of court decisions and actions 
of administrative bodies as well as significant statutes. It is an excellent con- 
tribution to have this widely diverse data brought together between two covers 
for easy use and reference. It is in this respect that the present reviewer believes 
the book will have its greatest value. 

Considerable space is given to a review of the major provision of the Labor- 
Management Relations Act of 1948. No effort is made to deal with the different 
matters of law inherent in many of these provisions. However, the author’s 
commentary is frequently helpful in appraising the significance of the provisions. 
Hence there may constitute a good beginning for developing a course involving 
this general subject matter. 

University of North Carolina Paut N. GuTHRIE 


Government as Employer. By Sterling D. Spero. New York: Remsen Press, 

1948. Pp. 497. $5.65. 

All students of public administration and all administrators in the field of 
personnel will find this authoritative study by Dr. Spero very helpful. An 
expert in the field of labor relations and public administration, he investigates 
and analyzes in this book the position of the government as an employer. With 
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the exception of a brief section on foreign developments, Dr. Spero concentrates 
on the situation as it has developed in the United States. 

He raises the question, Has the government fulfilled its aim, as some people 
hoped it would, to be the ‘‘model employer” in its relationship with its employees? 
The federal government started out that way. On March 31, 1840, President 
Van Buren signed the bill establishing the 10-hour day for government employees, 
long before private industry generally accepted the 10-hour day as the normal 
working day. Today, says Dr. Spero, our government asserts that its relation- 
ship to its employees is different from that of private industry. Nevertheless, 
government employees, federal, state, and local, have preferred to organize and 
affiliate themselves with the general labor movement. The major weapon used 
by their fellow workers in private industry in dealing with grievances of all 
kinds, the strike, cannot be used legally by public employees. Labor organi- 
zations realizing this situation have made special provisions for it in the charters 
of public employees’ unions. Public opinion has always said, ‘You cannot 
strike against your own government.”’ The famous Boston Police Strike of 1920, 
with all the merits on the side of the strikers, is a good example. In 1947 the 
Taft-Hartley Act made it unlawful for any individual employed by the United 
States government to participate in any strike. 

In great detail the author presents the struggle of the men and women of 
the different branches of the civil service for the right to organize. Among 
others, the postal workers, the civilian workers in Army and Navy, the firemen, © 
the policemen, and the teachers participated in this fight. Today the United 
States government bargains collectively with its employees only in specialized 
agencies like the Tennessee Valley Authority, the Bonneville Power Adminis- 
tration, the Inland Waterways Corporation, and the Alaska Railway. 

The position of government employees is basically different from those of 
employees in private industry because the Hatch Act of 1939 has limited their 
participation in political activities. The price for all the restrictions imposed 
on government employees should be the merit system and the hearings before 
civil service commissions. Dr. Spero found that in the period following World 
War II federal wages did not rise as did wages in privage industry. 

The basic question is, Can we combine a well-rounded merit system with the 
independence of trade unionism? The author does not give a clear answer to 
that question, but the reader feels that he leans to the side of free trade unionism 
for civil employees of government units. 

Dr. Spero has produced a source book for all those who are interested in the 
history of employee organizations in the government service. 

Bennett College Rose 


Wages in California: War and Postwar Changes. By Nedra B. Belloc. Berke- 
ley, California: University of California Press, 1948. Pp. xii, 98. $2.00. 
Recent years have witnessed the organization of a number of state-sponsored 

and university-affiliated industrial relations institutes designed to foster in the 

public interest improved labor-management relationships. Some have initiated 
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extensive research and educational programs. With this first of a series of 
monographs to be published by the Institute of Industrial Relations of the 
University of California in the field of wage structures and wage determination, 
the institute has made an excellent research start. 

Changes in the wage structure in California from the beginning of the defense 
and lend-lease programs through the spring of 1947 constitute its subject matter. 
Background material is found in chapter I, which deals with the war’s impact on 
the employment pattern, changes in the proportions of workers in major divisions 
of industry, sources of labor supply and hours of work. Chapter II describes 
wage levels in 1940, pointing up differentials in average hourly earnings between 
California and the United States as a whole and between the San Francisco Bay 
and Los Angeles labor market areas. Chapter III describes changes in average 
hourly earnings during the war years. Here an effort is made to determine how 
much of the change was due to such significant factors as the interindustry 
movement of workers and premium pay for overtime hours. Chapter IV con- 
siders changes in real earnings and spendable earnings (“take-home pay”’) since 
1940 in the Los Angeles and San Francisco Bay areas. Chapter V compares 
wage rate changes in Pacific Coast cities with changes in other major industrial 
areas in the United States and studies some factors associated with the changes. 
Chapter VI examines the changes in interindustry wage relationships and treats 
some influences associated with the changes in wage structure. Finally there is 
a summary and two supplements—“measures of wages” and “statistical terms”’— 
which are designed for the general reader. 

The foregoing should make clear that Wages in California is no mere sterile 
statistical exercise. Many impressive facts emerge from the analysis, e.g., real 

_ spendable earnings in some industries were substantially less in 1947 than in 1940. 
‘‘War industries and geographical centers of war production showed smaller 
wage increascs during the war than nonwar industries and areas.” The impact 
of wartime manpower pressures upon wage rates was transferred to nonwar 
activities, i.e., “from the sector of the economy into which workers were attracted 
to the sector from which they were drawn.” Interarea and interindustry wage 
differentials tended to narrow during the war and the San Francisco-Los Angeles 
differential virtually disappeared. The implications of a number of the study’s 
conclusions are discussed in an introduction by Arthur M. Ross. 

The College of the City of New York Myron L. Hocu 


Revolution in Glassmaking: Entrepreneurship and Technological Change in the 
American Industry, 1880-1920. By Warren C. Scoville. Cambridge: Har- 
vard University Press, 1948. Pp. xvii, 398. $5.00. 

Glass manufacture, an industry of small shops and handicraft methods in 
1880, had become by 1920, via swift technological revolution, essentially a large- 
scale machine process. Although this change was accompanied by a number of 
features of the conventional pattern of industrial expansion (e.g., displacement 
of skilled workers, growth in firm size and combinations) it deviated from the 
general pattern in its “sudden break with the past and the rapidity of change.” 


106 BOOK REVIEWS 


Dr. Scoville utilizes the expansion of glass manufacturing as case materials for 
this study of the relation of entrepreneurial activity to technological and in- 
dustrial growth. His analysis is concentrated upon the role of a group of men 
at Toledo who, for a quarter century, under the leadership of E. D. Libbey and 
M. J. Owens, “devoted their time and energies to perfecting and introducing to 
the trade glassmaking machines . . . and to establishing model, large scale facto- 
ries in several branches of the industry.” 

As a background for the study, the author describes the economic and tech- 
nological evolution of the American glass industry to 1880. He subsequently 
traces the organization and history of the glass firms founded by the Toledo 
entrepreneurs after 1880. He describes the nature of the principles involved 
in their innovations as well as the devices and processes developed by other 
manufacturers. This is followed by several chapters devoted to evaluation of 
the influence of organized labor, trade associations, foreign competition, and 
changes in consumer demand upon the technological and industrial changes in 
glassmaking. The final chapter sums up and appraises the influence of the 
entrepreneur, i.e., one “who makes decisions and chooses between alternative 
possibilities in a world of uncertainty.” Tere he notes the basic decisions made 
by Libbey and Owens and their associates and offers explanations of why they 
were made. In “entrepreneurship,” he suggests, one may find the answer as to 
why the new glass technology appeared at Toledo rather than elsewhere. 

This scholarly study provides valuable reference material for students of 
American economic history, business combinations, and trade union policy. It 
contains illuminating information necessary for an understanding of the patent 
situation in the industry and restriction of output practices. The student of 
combinations and price policy will find some interesting new materials relating 
to price administration in the book (pp. 301 ff). Dr. Scoville has made a con- 
tribution in his examination of the factors responsible for technological and 
industrial changes. Perhaps he will next throw light on the economic effects of 
these changes. 

The College of the City of New York Myron L. Hocu 


The State of Food and Agriculture—1948: A Survey of World Conditions and 
Prospects. Food and Agriculture Organization of the United Nations. New 
York: Columbia University Press, 1948. Pp. vi, 216. $2.00. 

“Millions of people are hungry; the world’s population is increasing alarmingly ; 
production must be increased; soil erosion impoverishes many lands; the intro- 
duction of modern farming methods encounters serious difficulties; low-income 
countries lack money for investment projects; international trade must be 
revived. These things are well known. They have been repeated again and 
again; they have almost become platitudes. But what are the nations doing? 
What steps are they taking to cope with these problems?” ... (p. 35). In this 
report which was prepared for the Fourth Session of the FAO Conference in 
November, and for the general public, from reports submitted by many member 
nations and from other sources, are given answers to these questions, and many 
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more. Although preoccupied with a restoration of prewar diets, a sizable 
number of nations have plans and programs for expanding agricultural produc- 
tion, consumption, and world trade. 

During the war the people of many nations became food and nutrition conscious 
as never before and their governments responded by assuming responsibility 
for the food supply and its distribution. This policy has continued and in line 
with the new attitude that food production and distribution should be organized 
to the ends of better health, the FAO was organized, being a joint effort under the 
United Nations in the interest of a closer working relationship among the peoples 
of the world for the study and solution of the problems of food scarcity and 
malnutrition. Through surveys, working committees, and commissions, FAO 
has done much to establish cooperation among the member nations relative to 
their agricultural problems; it has likewise begun well the assembly and improve- 
ment of facts and statistics on production, consumption, and foreign trade in 
agricultural products, and information on plans, programs, and requirements for 
agricultural development of the various countries. Although incomplete and 
sketchy in spots because of the failure of some nations to file complete reports, 
or on time, or at all, this first report of 216 pages, 86 tables, and 7 charts is a 
very good beginning, and it is hoped that the announced intention of making it 
an annual event will be realized. Consisting of 17 chapters, it is divided into 
four parts as follows: Part I, World Review; Part II, Problems of the Regions; 
Part III, Commodity Situations; Part IV, Tools for Production; and finally, an 
appendix devoted to a discussion of the methodology employed in the construc- 
tion of the indices of production. 

Of interest to American agriculture is the prediction that by 1950 or shortly 
thereafter food consumption will be near prewar levels in Europe and the Far 
East unless markedly unfavorable weather conditions intervene. As during 
the war when it became the major source of supply for food, fiber, and industrial 
and agricultural products, North America is expected to continue dominant in 
agricultural exports for the next three years at least because the European 
Recovery Program makes it financially possible. After that period, is the Amer- 
ican farmer to face again burdensome surpluses, low incomes, and excess pro- 
duction capacity? Since there’s no achievable limit to the amount of food which 
the malnourished millions of the world, including 20 to 30 per cent of the popu- 
lation of the United States in normal times, could consume and actually need, 
the onus is squarely on the marketing experts and financiers. 

University of Virginia Joun L. FuLMER 


Agricultural Economics. By Benjamin Horace Hibbard. New York: McGraw- 

Hill Book Co., 1948. Pp. x, 441. $5.00. 

Benjamin Horace Hibbard, the author of this book, is professor emeritus of 
the University of Wisconsin. He has had a long and notable career as teacher, 
investigator, and writer in the field of agricultural economics. This book, 
Agricultural Economics, is to no small degree a reflection of his economic philos- 
ophy and convictions, which have changed less than those of any other agri- 
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cultural economist who has lived and worked over the same span of years. It is 
the same Hibbard who writes as lectured to his graduate students during the 
period from 1913 to 1940. 

To this reviewer Hibbard’s philosophy is essentially laissez faire. He has a 
concealed but an abiding faith in the power of our economic system to effect, 
through uncontrolled prices, all of the essential adjustments in the production 
and in the distribution of wealth and income. True enough, he recognizes in the 
tariff a force which prevents the perfect operation of our free enterprise system. 
But there is little recognition, stated or implied, of relatively recent develop- 
ment of vast areas in which imperfect competition rules. His statement on 
middlemen functions would indicate as much. ‘The feeling is widespread that 
we have too many middlemen; many are believed to exist merely for the sake of 
collecting margins without contributing a service” (page 160). Yet, apparently, 
without appreciating its significance, he states: “Six elevators, each privately 
owned, do not insure genuine competition.” Thus, in a few unrelated sentences 
he disposes of a subject which, to the modern agricultural economist, is of the 
utmost significance. There are many middlemen, but what is more significant 
is that these middlemen, representing large aggregates of capital, exert monopo- 
listic power in the purchase and sale of farm products. 

Hibbard’s failure to comprehend the nature of our economic system and how 
it operates leads him to treat the “New Deal” in a descriptive rather than an 
analytical manner. Even as a description, it is too vague to be of any value to © 
the modern undergraduate student. In a résumé he begins with this statement: 
“The first reports put out by AAA are about 400 pages long; the last is down to 
40” (page 314). This is scarcely an appropriate key sentence to such an im- 
portant subject. Nor does the balance of the résumé constitute a helpful 
discussion of the ‘““New Deal.” 

There is need at this time for a good analysis of the role of farmer organizations 
in our economy. Hibbard has studied farmer movements and is considered an 
authority on the subject. Yet, in this book he limits his treatment to their 
historical development. But even this treatment is none too penetrating. 
Just what were the fundamental problems which the farmer organizations faced? 
True enough, they were reacting to unfavorable conditions and they mounted 
their horses and rode off in all directions. Why did they behave as they did? 
What were they trying to accomplish? Could it have been that farming was 
essentially a section of our economy subjected to “free play” of economic and 
natural forces, whereas the rest of the economy was being brought under control? 
Was this why they wanted to “fix” prices, regulate the currency, and impose 
restrictions on monopolies? And, finally, what are the present farmer-organiza- 
tions up to, and have the leaders any better knowledge of our economic system 
and how it operates than their predecessors had? The modern student will not 
get as much help as he should from Hibbard on these questions. 

Among the problems facing our nation at this time, none is of greater impor- 
tance than those which have developed out of or are associated with farm tenure. 
But, here again, Hibbard is the historian, not the critic and analyzer. What are 
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the central problems of tenure and what has been, or what can be, done to solve 
these problems? Nowhere are these stated by Hibbard. Most of the historical 
sketches deal with tenancy, but tenancy is only one problem of tenure. How 
about such questions as rent determination, the division of income between 
landlord and tenant, leasing arrangements, legal aspects of tenure, capital 
requirements for different tenure classes? These are the noncontroversial prob- 
lems. Then there are the controversial ones also, such as concentration of landed 
property and tenancy conditions, e.g., health and education, absentee landlord- 
ism, legal bases of land tenure, and financing changes on tenant farms. Nor 
does the reviewer find mention of the Farm Home Administration and its 
program. 

The organization of the book is defective. Some topics, such as the tariff, are 
overemphasized, and others, such as farm financing, are undertreated. Nowhere 
is there a statement, except a brief one in the Preface, as to how the subject as 
a whole is to be approached and what will be the method of treatment. The 
apparent absence of such a scheme has led to more or less an incoherent presenta- 
tion in which each chapter, or series of chapters, stands as a distinct essay. 

It should not be inferred from this review that this book does not contain 
important information. Many of the essays are not only interesting, per se, but 
the mode of expression is delightful. 

North Carolina State College G. W. Forster 


The Marketing of Surplus War Property. By James A. Cook. Washington: 

Public Affairs Press, 1948. Pp. xi, 211. $3.25. 

The economic aspects and implications of disposal operations under the Surplus 
Property Act of 1944 have been given little attention by economists because of: 
(1) their preoccupation with the obvious and dramatic problems of reconversion, 
and (2) a tendency to regard surplus disposal as a cut-and-dried merchandising 
operation. The recent congressional action abolishing the War Assets Adminis- 
tration, effective February 28, 1949, makes Dr. Cook’s study especially timely. 

His book, which is concerned mainly with disposal policy and operations 
through 1946, is the first comprehensive study of surplus disposal to appear. 
Preoccupied with the goal of speedy liquidation the theme of the book is largely 
a criticism of the economic objectives and priority provisions of the Surplus 
Property Act, the basic legislation governing disposal. 

Space limitations prevent a listing of the 20 “objectives” for the disposal 
program spelled out in the act. It is sufficient to note that Congress emphasized 
“orderly disposal’? to accomplish such economic and social goals as broad and 
equitable distribution, strengthening the position of small business, discouraging 
monopolistic practices, and encouragement of family-type farming. Provision 
was made in the act to assure preferred treatment, under a system of priorities 
and preferences, for federal agencies, the states and their political subdivisions 
and instrumentalities, tax-supported and nonprofit institutions, veterans, and 
small business. It is no great exaggeration to say that the act reads like a New 
Deal testament. 
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Obviously, carrying out this mandate called for careful programming or 
planning and was bound to make the tempo of operations less swift than an R. 
H. Macy post-Christmas liquidation or a fire sale. The word “liquidation” is 
not found in the act, nor is there any indication that Congress favored speed in 
disposal over attainment of the enumerated objectives. 

Dr. Cook views the task as a “liquidation mission” and regards disposal policies 
which stem from the congressional mandate as “fundamental impediments” to 
“prompt, businesslike liquidation.”” His recommendations include abolition of 
all priorities except that of federal agencies, wide use of brokers, “site sales,’”’ and 
military personnel, the sealed bid, spot, and auction sales. He suggests that 
“owning agencies,’ given greater authority, could contribute immeasurably to 
the “liquidation program.” Owning agencies were undoubtedly speedy liqui- 
dators, but a price was paid for speed. For example, this writer has found that 
four purchasers acquired more than 20 per cent of plant equipment sales (value 
at reputed cost) by owning agencies from July 1945 through May 1946, with 
General Motors responsible for 14 per cent. 

Dr. Cook has opened a field for investigation. It is hoped that economists 
will soon appraise the economic problems that were faced and the economic con- 
sequences of surplus disposal. Certainly, appraisal must not be made alone from 
the standpoint of rate of sales, selling costs, and the myriad other neat, orderly, 
simple, and enticing criteria of the salesman mind. The starting point in ap- 
praisal must be the act’s objectives, which were the expression of public policy — 
for the disposal of public property in the public interest. 

College of the City of New York Myron L. Hocu 


Enterprise in a Free Society. By Clare E. Griffin. Chicago: Richard D. Irwin, 

1949. Pp. xiv, 583. $5.00. 

With so many economic books emphasizing the three factors of production, 
land, labor, and capital, it is refreshing to come upon one which is oriented in 
terms of the fourth factor—management, or enterprise. Although fully aware 
of the important interdependence of all factors, the author stresses the vital role 
of enterprise, particularly that of initiating new kinds of business activity, since 
these provide the supply of job opportunities (outlets for all factors of produc- 
tion) needed to provide an ever expanding economy. 

The argument is presented in three parts, the first of which is concerned with 
the fundamental concepts of a free enterprise system: recognition of the mutual 
interests of the economic groups; importance of production as the only basis for 
material well-being; dependence of this production not only upon full employ- 
ment (how many of us work) but also upon man-hour productivity (how well 
we work); that restrictions of output either by private groups or by the govern- 
ment are bad; that the main protection against such restrictive devices is the 
preservation of competition; that expansion of production and employment de- 
pends heavily upon the encouragement of enterprise; and that such encourage- 
ment requires the maintenance of incentives in the form of profit prospects and 
other attractions. 
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The second part of the book deals with the environment within which our ap- 
proach to the free enterprise society is found. The central regulating force of 
such a society is competition, the values of which are discussed. Of particular 
interest is the emphasis placed on the misuse of the term by many economists as 
an apparent synonym for “bargain.” That all factors of production are best 
served by ever expanding supplies of each is stressed: “The fruitfulness and value 
of any one factor of production and the prosperity of the possessors of it depends 
upon the supply of the other factors. This principle is in some respects the most 
important in the whole field of economics. Its general recognition in all its 
manifold aspects would probably do more than any one thing to banish the con- 
flicts of economic groups that create so much bitterness and discord in all modern 
societies.” 

The desirability of such devices as the patent system, positive attempts by the 
government to stabilize the price level, and aggressive international trade and the 
effects of tax, labor-management, and business policies are presented. 

The third part of the book offers a philosophy of liberalism which is essential 
to such a society. Liberalism “as a broad, basic concept. . . involves, first, the 
view that the individual is the end and the center of our world and that human 
institutions are but the means to advance the interest and development of those 
individuals.” This doctrine implies a belief in the inherent decency of persons 
and the rationality of man. 

The author suggests a positive program of liberalism which features: eternal 
vigilance to preserve human and civil rights; a policy to disperse power wherever 
it is held by private individuals or groups; preservation of competition; a work- 
able compromise between the individual’s desire for both improvement and 
security; an extension of education; and the limiting of the awards and favors to 
the span of a single life (curtailment of privileges based on inheritance). He 
concludes from his logical presentation that “widespread freedom and individual- 
ism are in modern society the best basis of productivity and economic well- 
being.” 

The book is designed for courses in business economics and should serve well 
as a text for intermediate courses in this field. It should also prove stimulating 
for all students and teachers of economics as well as those in management. The 
presentation is exceptionally straightforward and the writing, clear and concise. 

University of Alabama Donatp F. 


The Annual Report: Company Annual Reports to Stockholders, Employees, and the 
Public. By Thomas H. Sanders. Boston: Graduate School of Business Ad- 
ministration, Harvard University, 1949. Pp. xiii, 338. $3.75. 

If you have a notion that the problem of the annual report is dry and very spe- 
cialized and of interest only to accountants, financial analysts, and those who 
write annual reports, you need only read Part I of Professor Sanders’ book to 
dispel that notion. In this part of the book he presents an analysis of the aims 
of the annual report and follows that with a discussion of the problems involved. 
In this section the more technical problems are related to the wider problem of re- 


112 BOOK REVIEWS 


lations between the corporate form of business and its owners, employees, and 
the public. Part IT presents views of the different groups interested in the annual 
report together with summaries and evaluations of these views. Part III sets 
forth the important trends in accounting practices in annual reports. 

In dealing with the annual report as a part of a company’s industrial and public 
relations, the book is clear and thoughtful, as in other parts. However, one im- 
portant aspect of public relations has been omitted. The right and duty of 
“business” to speak out is stated, but the examples of dissemination of misin- 
formation and calculating attempts to manipulate public opinion for private or 
organizational gain are not treated. Critics of business, both friendly and other- 
wise, have used these examples to point to a danger that might become an im- 
portant menace if the art and techniques of public relations should become more 
highly developed and more extensively used by the less scrupulous business in- 
terests. Unfriendly critics would claim this to be the situation today. In view 
of the unscrupulous use of propaganda by totalitarian political parties where 
ability to find channels and willingness to use them has given such groups propa- 
gandistic advantage even before they have succeeded in muzzling all opposition, 
this problem cannot be dismissed as negligible. 

It is always possible to find something omitted from a book. On the whole, 
this book is remarkably complete. And its objectivity is remarkably well sus- 
tained. Perhaps the somewhat one-sided picture of the argument between 


unions and companies over the contents of company financial reports is an excep- 


tion to that, especially since the arguments for the union’s position are almost un- 
believably weak. 

For company executives having any concern for the annual report, the general 
analysis and the views and experience of other company executives should be in- 
valuable. Persons interested in labor relations will find studies of the effective- 
ness of the annual report as a vehicle of communication useful. Accountants, of 
course, will find much in the book, as will those interested in finance. The re- 
lating of technical accounting and financial problems to other aspects of the 
business picture gives a welcome perspective not often found in other treatments 
of the same problem. 

For the teacher in any of the above mentioned fields, Mr. Sanders’ book is a 
thorough and stimulating treatment of the subject. The teacher may also find, 
in its wealth of opinion, experience, and pertinent brief examples, just what he 
is looking for to improve his classroom presentation. 

University of North Carolina Rosert Y. DurRAND 


Sugar—Facts and Figures. New York: United States Cuban Sugar Council, 

1948. Pp. 159. 

The publisher of Sugar—Facts and Figures is registered under the Foreign 
Agents Registration Act of 1938 as an agent of a group of companies owning or 
operating sugar properties in Cuba, the stockholders of which are predominantly 
United States citizens. The stated purpose of this handbook is ‘to promote a 
wider public understanding of the sugar-producing industry in the principal areas 
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supplying the United States market, and particularly in Cuba, the major source 
of sugar consumed here.” 

The following topics are covered: how and where sugar is produced, world 
sugar consumption and trade, where the United States gets its sugar, sugar con- 
sumption in the United States, United States sugar legislation prior to 1947, 
current United States sugar legislation, sugar prices and economics, Cuba and its 
sugar industry, and United States trade with Cuba. In addition, there are 15 
appendices of sugar legislation, agreements, and other pertinent material cover- 
ing the period from 1934 through 1948. The handbook is replete with tables, 
charts, and illustrations. 

The study shows that Cuba has supplied the following percentages of the sugar 
consumed in the United States: 48.1 per cent, 1902-1929—prior to Smoot- 
Hawley tariff; 28.5 per cent, 1930-1933—Smoot-Hawley tariff era; 28.6 per cent, 
1934-1941—-when quotas were in effect under the Sugar Acts of 1934 and 1937; 
44.6 per cent, 1942-1947—the World War II era when quotas were suspended; 
and 26.7 per cent, estimated allowable under the Sugar Act of 1948. The council 
contends that: (1) the restrictive policy discouraged or prevented larger Cuban 
production in time of peace and made sugar the first food rationed in both world 
wars; and (2) the vacillating policy defeated the council’s objective of assuring a 
continuing supply of Cuban sugar to the United States consumer at a fair price, 
since sugar cane planting programs must be initiated about two years in advance 
of harvesting, and cost can be recovered only by returns from more than one crop. 
The council could have strengthened its contentions by limiting conclusion (1) to 
World War II and by eliminating the “fair price” front from conclusion (2). 

The United States Sugar Act of 1948 places Cuba in the position of a residual 
supplier in that other major United States sources have fixed quotas which are 
subtracted from United States’ requirements to determine the Cuban quota. 
However, Cuba’s share under the 1937 act is guaranteed as a minimum quota. 
The council states that under this arrangement, Cuba’s quota will fluctuate more 
widely than it did under either the 1934 and 1937 acts. 

The handbook quotes Presidents John Quincy Adams through Franklin D. 
Roosevelt in establishing the importance of Cuba to the United States and shows 
that four-fifths of all Cuba’s visible imports have been bought from this country, 
that almost every region in the United States has an important economic interest 
in the production and export of one or more products to Cuba, and that most of 
Cuba’s purchases have been paid for by sugar sales to this country. Thus, in 
view of Cuba’s significance and since trade is a two-way street, the council con- 
tends that the benefits to the United States of a healthy sugar industry in Cuba 
extend beyond the assurance of adequate supplies. 

Sugar—Facts and Figures is an excellent source-book for those interested in the 
subject matter. The reader will be surprised at the degree with which the pub- 
lishers refrain from mentioning and criticising some of the most vulnerable points 
in our sugar policy. 

University of North Carolina Ourn T. Movuzon 
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Economic activity in Alabama during the first quarter of 1949 remained at a 
high level in comparison to the average level of activity during the postwar 
period. But when compared to the latter half of 1948 there are some indications 
of a slowing down in the rate of activity. The composite index of industrial ac- 
tivity for February 1949 for the state fell to 179.9 per cent of the 1935-1939 av- 
erage year. This index, which is adjusted for seasonal variation, stood at 188.1 
in November 1948, and 199.2 in August 1948. The index is a reflection of ac- 
tivity in seven basic industries in the state. In February 1949, each of these 
industries registered a decline from the previous month. 

Some signs of weakness are also reflected in employment and trade activity. 
Manufacturing employment for the first quarter of 1949 was below that for the 
third and fourth quarters of 1948. The ratio of job placements made through 
the State Employment Service to job applications showed an unfavorable rela- 
tionship throughout the quarter; this is in sharp contrast to the situation during 
the latter half of 1948. Employment was particularly “soft’’ in coal mining, 
lumber, textiles, and foundries. Many of the state’s commercial coal mines 
operated from only two to four days, and numerous “wagon mines” shut down 
completely. The management of a textile mill in Huntsville has announced that 
the mill is being “permanently liquidated.” Other reports indicate that manage- 
ments of multi-mill textile operations in the state are suspending operations in 
their marginal mills and are shifting orders to low-cost mills. It was generally 
believed that the lumber industry would resume full-time operations at the be- 
ginning of the spring season but this has apparently not happened. A decline in 
lumber prices and the possibility of a substantially higher minimum wage are re- 
ported to have caused much uncertainly among lumber producers. Retail sales, 
estimated on the basis of total retail sales tax collections, declined throughout 
the first quarter of 1949. Department store inventory values in Birmingham 
and Montgomery have increased steadily during the quarter. 

Cash receipts from farm marketings in Alabama were substantiallly lower in 
January and February 1949 than they were in December 1948. February re- 
ceipts were slightly less than half those of December. Nevertheless, the volume 
of farm marketings held up well in January-February 1949 when compared to the 
corresponding months of last year. Cash receipts were 30 per cent higher in 
January-February 1949 than in the same months a year ago. This gain was 
made despite the fact that prices received by Alabama farmers continued to de- 
cline through the first quarter of 1949. Cash receipts from livestock during the 
first quarter continued to make up nearly one-third of the state’s total cash re- 
ceipts from farm marketings. 

University of Alabama Laneston T. HAWLEY 
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FLORIDA 


Florida’s economy recovered rapidly in the early months of 1949 from the un- 
certain prospects in January. Freezing weather in California and Texas resulted 
in higher prices and increased demand for Florida fruit to put the citrus industry 
back on a profitable basis. As a result Florida Citrus Mutual, which reached its 
goal by signing up growers of over 75 per cent of the state’s output, was given a 
chance to perfect its organization to handle next season’s crop. Mutual was 
formed with the idea of pulling the Florida citrus industry out of its prolonged 
slump by controlled marketing. The pressure for legislative action to aid the 
industry was also relieved by the higher prices. Disagreement over some recom- 
mendations of the governor’s advisory committee on citrus, such as tighter 
maturity standards for fresh fruit and grade labeling for canned juices, was en- 
dangering any legislative action. 

The tourist season which had started off slowly before New Year’s developed 
rapidly. Record breaking numbers of winter visitors were reported from many 
parts of the state, especially along the Gulf coast. Spending was not quite as 
great as in previous years as reflected in speciality store sales, night club at- 
tendance, and race track betting. State racing taxes declined 2} per cent over 
last year, while tobacco and gasoline taxes continued to show gains. 

When the state legislature met in April, it was confronted with a prospective 
deficit for the biennium of at least $60,000,000. If budget commission cuts in 
school and welfare funds were restored, the need for new revenues would be even 
greater. Governor Warren recommended a variety of new taxes that would yield 
an estimated $50,000,000 annually and repeated his promise of a veto for a pro- 
posed general sales tax. No action had been taken by late April. 

University of Florida C. H. Donovan 


KENTUCKY 


The problem of inadequate assessments for property tax purposes was the 
principal task set before a special legislative session in March. The law relative 
to assessment procedure was extensively revised. The tax calendar was short- 
ened from 20 to 12 months. Most property will be assessed as of January 1; the 
tax is payable thereon by December 31. Among other things the caldendar 
measure also required the recording of exempt property and made it more con- 
venient for cities to use state-county assessments rather than those made by 
overlapping city assessment districts. 

The second major provision tightened administration at various points, some 
in the area of local action and some in that of state supervision. Perhaps the 
most significant changes were provisions for better tax assessor compensation and 
for more exacting assessor and deputy assessor qualifications. All certifications 
for 1920 to 1949, except for incumbents, were invalidated. Examinations other 
than written ones were legalized. Steps also were taken to implement a require- 
ment that the assessor work full time. The third division of the program finan- 
cially implemented the authority of the Department of Revenue actively to assist 
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local assessing officials. The department is now working on the organization of 
this program and the recruiting of personnel for its conduct. 

This column has mentioned the fact that the method of distributing state 
school funds among the various districts has contributed to poor assessment. 
Local governments actually have reduced assessment levels in order to secure 
educational support from the state. The legislature attempted to remedy this de- 
fect by providing for a gradual reduction until 1955 in yearly aid if the average 
assessment ratio multiplied by the nominal tax rate in a school district fails to 
equal a specified rate of levy. In November the electorate will pass on a pro- 
posed constitutional amendment to increase from 10 to 25 per cent the amount 
of state school funds that may be distributed on other than a per capita basis. 

The Board of Trustees of the University of Kentucky has decided not to appeal 
a federal district court ruling that graduate study facilities for Negroes are not 
the equivalent of those furnished for white students. The plaintiff in the case 
plans to enroll for the summer session in the graduate school. 

The extra two cents gasoline tax levied last year yielded just over $8,000,000 
in its first year. Proceeds are earmarked for rural and secondary roads. 

University of Kentucky RopMAN SULLIVAN 


MISSISSIPPI 


Public utility rates seem to be keeping up with other prices in Mississippi. On - 
April 5 the Mississippi Public Service Commission authorized a telephone rate 
increase sufficient to produce an additional $1,525,000 annually. The sliding 
rate schedule accepted by the commission was prepared by Southern Bell and was 
somewhat different from a 123 per cent “across the board” boost submitted by 
its own rate expert. This rate increase was the third received by Southern Bell 
in Mississippi since May 1947. The second, amounting to an additional 
$1,500,000 annually, was granted in March 1948, by the Hinds County Chancery 
Court after the commission had refused to allow it. The total of the three is over 
$3,900,000 annually. 

In February 1949, the commission ordered a 6 per cent general increase in intra- 
state freight rates, estimated to produce an additional $385,000 annually to rail- 
roads. This comes after previous substantial raises over a two-year period suffi- 
cient to produce $1,475,000 annually. In 1947 the railroads were granted a 20 
per cent general increase with a few exceptions. In April 1948, another fairly 
general increase of 20 per cent was granted; and subsequently in May and June 
of that same year comparable increases were granted on most of the commodities 
excluded from the April increase. Among the exceptions were sand and gravel, 
which again received no increase, and cotton and cottonseed products and soy- 
beans, which received only a 10 per cent increase. Then in October 1948, came 
another 5 per cent increase with principal exceptions being unmanufactured forest 
products, cotton and cotton seed products, soybeans and tung nut meal. 

Among other raises granted recently is a 10 per cent increase in passenger fares 
applied for by Southern Bus Trailways. 

One of the most ambitious developments under the Mississippi Balance Agri- 
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culture With Industry program seems at the time of this writing (April 1949) 
about to materialize. Sponsored by the state Farm Bureau and the Agricultural 
Extension Service and assisted by TVA engineers, the multi-million-dollar Missis- 
sippi Chemical Corporation has been organized and plans have been completed 
for construction of a $7,000,000 anhydrous ammonia plant to be built in Yazoo 
County. The corporation will issue $5,000,000 in stock, $4,000,000 of which has 
already been subscribed by Mississippi farmers and others. One of the induce- 
ments for investment is that purchasers of stock will be given a certain pro rata of 
production based on their holdings, which, in view of the difficulties experienced 
in securing fertilizer, is quite attractice. Additional funds will be secured from 
the RFC or other government lending agency. 

Yazoo County is preferred largely because of its access to natural gas supplies. 
Location of the plant is contingent on Yazoo County voters’ approving a $750,000 
bond issue to provide the site and some facilities under the state’s BAWI pro- 
gram. It is anticipated that the voters will approve the bond issue. 

University of Mississippi Davip McKinney 


NORTH CAROLINA 


The 1949 General Assembly, which adjourned on April 23, set a new record 
with total appropriations of $427,000,000 for operation of state agencies during 
the biennium beginning July 1, 1949. These appropriations exceeded those of 
two years ago by more than $100,000,000. The total may be broken down into 
the following categories: 


General Fund Expenditures.......... $280,000,000 (1947 appropriation $192,000,000) 
Highway Fund Expenditures......... 120,000,000 (1947 appropriation 118,000,000) 
Agriculture Fund Expenditures...... 2,000,000 
Special Appropriation to aid counties 

in school building. .............. 25,000,000 


In addition, the sum of $73,000,000 was appropriated for permanent improve- 
ments at state institutions of higher learning, state hospitals, etc. This appro- 
priation followed one of about $50,000,000 made in 1947, the larger part of which 
remains unspent. A special bond issue will provide $7,500,000 for improvement 
of the state’s seaports. 

The principal items responsible for the increase in the General Fund were in- 
creases of 283 per cent in the salaries of school teachers and of 20 per cent in the 
salaries of other state employees. These increases will become effective July 1, 
1949. A special appropriation of $15,000,000 not included in any of the above 
figures was made early in the session for the purpose of increasing salaries of all 
teachers and state employees 20 per cent in the current year retroactively to 
October 1, 1948. 

In making these appropriations the General Assembly spent everything in 
sight. The entire amount of all surpluses accumulated by the state during the 
lush war and postwar years was disposed of. Even so, current revenues in the 
next biennium are expected to fall short of balancing the budget by about 
$5,000,000. No significant changes were made in the tax structure. 
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On June 4, 1949, the people of the state will vote on the issuance of state bonds 
in the amounts of $200,000,000 for roads and $25,000,000 for construction of 
school buildings. If the issue for roads is approved, the tax on gasoline will go 
up from 6 to 7 cents. 

It is evident that the General Assembly has been quite bold in providing for the 
expansion of functions to meet the demand of the times. If, however, there is 
any considerable or long-continued decline in business activity, the state will 
doubtless find itself with an uncomfortable deficit two years hence, and a scramble 
for new tax sources will follow. 

Of interest is the fact that the legislators refused to call an election on the 
issuance of $100,000,000 in bonds for a soldiers’ bonus. They also declined to 
modify the artion of the 1947 legislature in providing that union membership 
should not be made a condition of employment in the state. Largely because of 
an increase in insurance rates, they provided for the state to become a self-insurer 
of school buildings. 

At the moment, the condition of business in North Carolina hardly justifies the 
confidence which the General Assembly seems to have reposed in the future. 
The textile industry is still harassed by weak demand and falling prices. Un- 
employment and part-time employment continue to spread. Here and there 
announcements of reductions in wage rates, both within and without the textile 
industry, are beginning to appear; but union officials stoutly protest that their 
men will not accept wage cuts. Construction contracts have been running 10 to © 
15 per cent below the comparable period of 1948. The mood of the people, how- 
ever, is in general optimistic; the decline appears to be regarded as a temoprary 
adjustment that will soon be completed. 

Davidson College C. K. Brown 


SOUTH CAROLINA 


Data presented by C. R. Walker in the Manufacturers Record, January 1949, 
show how “Incomes Grow With Industrialization,” in the South. In 1947 as 
compared to 1929, South Carolina’s income from agriculture increased 158 per 
cent while her income from manufactures increased 390 per cent. The compara- 
ble increases for the 16 southern states were 141 per cent and 243 per cent, re- 
spectively, and for the United States as a whole 169 and 181 per cent. Although 
agricultural income increased more slowly in the South than in the North, indus- 
trial income gains were so much greater that the total share of the South in the 
national income was 4 per cent higher in 1947 than in 1929. 

South Carolina’s rapid gain in industrialization is also shown by the gain in 
percentage of total income which came from manufacturing. Starting from a 
high base of 24.7 per cent in 1929, second only to that of North Carolina and al- 
most equal to the national ratio of 25.1 per cent, South Carolina’s industrial in- 
come increased to 34.8 per cent of her total income in 1947. This is higher than 
that of any other southern state and 3.6 per cent greater than the national ratio 
for 1947. 


Using federal sources of data and 1939 as a base year, other indices show similar 
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economic progress. In 1947 as compared to 1939, business telephones increased 
215 per cent in South Carolina as compared to 150 per cent for the nation; per 
capita income increased 300 per cent as compared to a national increase of 240 
per cent; bank deposits increased 420 per cent as compared to 240 per cent and 


federal tax collections 1610 per cent in South Carolina as compared to 750 per cent 
for the nation as a whole. 


* * * * * 


South Carolina has embarked on a long-range program for developing farmers’ 
markets on what appears to be a very sound basis. The South Carolina State 
Agricultural Marketing Commission was created and empowered by an act of the 
General Assembly in April 1948 to carry on research work in marketing; to ac- 
quire sites, construct wholesale farmers’ markets thereon and operate them, es- 
tablish local marketing authorities and supervise them; to receive federal grants 
and grants and contributions from other sources, issue revenue bonds, and make 
appropriations to carry out the purposes of the act; to promulgate rules for the 
operation of its markets and to make marketing and buyers’ services available to 
farmers of the state. 

Two research projects have been initiated by the commission and assigned to 
the South Carolina Agricultural Experiment Station for completion. The first 
is a state-wide survey to determine facilities needed to improve the efficiency of 
marketing South Carolina farm products and the most desirable location for such 
facilities, and to appraise existing marketing methods and procedures with a view 
to their improvement. The second project aims to supplement the first by pro- 
viding more accurate and complete information on the prospective supply and 
demand for the various agricultural commodities to the end that facilities and serv- 
ices for handling them may be efficiently operated and administered. Informa- 
tion as to where crops are grown and when they are ready to move is needed on 
a county, local area, and shipping point basis. Personnel has been employed by 
the South Carolina Agricultural Experiment Station to work in close cooperation 
with the state agricultural statistician of the Bureau of Agricultural Economics in 
obtaining such data. The information will be analyzed by the state statistician 
and made public to all persons concerned with marketing in the state. 

Clemson Agricultural College W. T. Ferrier 


TENNESSEE 


One of the most tangible signs of progress in Tennessee economy is the impres- 
sive growth in the state’s business population. Since 1939 the number of busi- 
ness concerns has shot upward by more than one-third. This sharp gain is 
evidence not only of new strength in Tennessee’s productive machinery, but also 
of a great expansion as a consumer market. 

The bulk of the state’s development has been concentrated in five urban 
centers, but in county after county, particularly in middle and west Tennessee, 
the classification has been changed in recent years from “strictly agricultural” 
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to “agricultural-industrial.” Only 16 of the state’s 95 counties are unable to 
claim at least one plant employing as many as 50 persons. 

New projects in 1948, involving $25,000 or more, represent an estimated total in- 
vestment of $48,750,000 and will provide employment for some 6,300 workers. In- 
dustrial employment continued to expand, although certain lines declined due to 
seasonal fluctuations. The average industrial employment for 1948 was 255,500, 
which was some 83,000 above the 1940 level. Gains by the chemical industries 
made it the year’s largest of the industrial employment groups. Largest declines 
were in the textile and lumber industries, particularly in the last quarter of 1948. 
The unemployment claims load began to rise sharply at the year’s end and has 
increased steadily during the first quarter of 1949. March figures reflected an 
improvement in over-all employment conditions, however. 

The increase in farm income for 1948 in Tennessee was up approximately 7 
per cent as compared with 1947. Livestock is becoming an increasingly impor- 
tant factor in Tennessee farm income. Relatively larger returns were made in 
livestock than in crop returns. Although crop returns still are the major source 
of income, money coming in from livestock in 1948 accounted for approximately 
one-third of the total. This is compared with one-fourth in 1940. While farm 
income was high, so were production costs. In fact, cost of producing last year’s 
crops and livestock in Tennessee was higher than the total income for any pre- 
war year. 

Farm prices started downword during the fourth quarter of 1948 and continued 
apace until mid-March 1949, when they seemed to level off. On March 15, 1949, 
the price index in Tennessee stood at 254, only one point lower than on February 
15, but was down 25 points from mid-March 1948. 

Amazing progress has been made in the state’s rural electrification since the 
end of the war. In three and a half years the number of farms with electricity 
has increased tremendously. In 1935, 4 per cent of Tennessee’s farms were elec- 
trified. This figure had risen to 61 per cent in 1948. Electrification of the farms 
has been a great factor in raising the income of the farms of the state. Tennessee 
is using more electricity but getting it at the lowest power bill in the United 
States. 

Prospects for 1949 are tinged with caution and uncertainty, although the first 
half of the year holds promise of steady production. It is agreed that Tennessee’s 
big expansion of industries is over. She has made the best of her postwar oppor- 
tunities and her economy at present is in the process of “shaking down.” 

George Peabody College James E. Warp 


VIRGINIA 


The first quarter of 1949 in Virginia may be characterized as a period of caution 
and uncertainty in business conditions. Some signs of seasonal improvement 
appeared thus causing niany to expect the trade and employment figures to look 
better as spring advances, but the prevailing attitude is one of wait and see. The 
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March Bulletin of the Federal Reserve Bank of Richmond sounds a pessimistic 
note about business conditions in the five-state area of the Fifth Federal Reserve 
District. While there was some improvement in February, the month of March 
saw a resumption of the downward swing which began in the latter months of 
1948. Over the six-month period since November there have been some produc- 
tion cut-backs, increased unemployment, and reduction in working hours in 
several of the major industries of the state. Whether these conditions are tempo- 
rary or whether they are trends toward a lower level of prices following the war 
prosperity cannot yet be determined. 

Several of the economic barometers of business conditions may be briefly sum- 
marized. Virginia’s economy suffered considerably from the shut-down of the 
coal mines in March. Not only were many miners thrown out of employment, 
and their incomes curtailed, but the railroads were forced to reduce their opera- 
tions. Employment in manufacturing industries has decreased since November 
1948. Hours of labor in many plants in the Richmond area have been reduced. 
Department store sales have shown a downward tendency. The real significance 
of this will not be apparent until figures on the Easter sales are made available. 
Many lines of wholesale trade showed a downward trend, thus indicating that 
retailers are shortening their inventory positions. This is due somewhat to the 
fact that there has been considerable catching up, and deliveries can be had more 
promptly. Construction contracts awarded in the state in February 1949 totaled 
$13.2 million, a decrease of 11 per cent as compared with February 1948. The 
total valuation of building permits in February 1949 for seven reporting cities 
amounted to $2.7 million as compared to $3.7 for the same period of 1948. 
Debits to individual accounts as reported by banks of eight financial centers of 
Virginia rose slightly from $732 million for February 1948 to $782 million for 
February 1949. It is significant that there was a slight increase in bank debits 
for the first two months of 1949 in the face of a decrease in trade levels and pay- 
rolls. 

The conclusion is inescapable that there is a definite downward tendency in 
business conditions in the state. This may be attributable to many factors: (1) 
the catching up of production with demand, and the disappearance of backlog 
orders, (2) the using up of much of the accumulated spending, (3) the shortening 
of inventories, (4) the weakening of many prices nationally. Whether the situa- 


tion will begin to improve soon or deteriorate further is a question that cannot be 
answered at this time. 


* * * * * 


Virginia’s financial administration for three quarters of the year from July 1, 
1948, to March 31, 1949, indicated a state of excellent fiscal health. Total 
revenues of $212.5 million were running $11 million ahead of the same period of 
the previous fiscal year. The general fund revenues reached $56 million, an in- 
crease of $10 million. Much of the increase in state income may be attributed 
to tax increases enacted by the 1948 General Assembly. Still to be accounted for 
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are the boosts in personal income tax rates which became effective on returns 
now being filed for payment in December. Many of the sources showing in- 
creases were individual and corporate income taxes; gross premiums on insurance 
conipanies; intangibles; steam railroads; public utility companies; beer tax; sales 
tax on wine and spirits. The motor vehicle fuel tax yielded $28.5 million, an 
increase of $3 million. ‘There were two important decreases, namely, a fall in 
payroll taxes of $3.4 million due to a cut in tax rates for 1948, and a decrease in 
gross sales of the ABC stores of $2.5 million. It would appear that the state’s 
revenues are headed for a new high record by the end of the fiscal year. 
University of Richmond Herman P. THomas 
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PERSONNEL NOTES 


W. T. Ashby is now assistant professor of office administration at the Univer- 
sity of Mississippi. 

F. E. Belcher is now instructor in accounting at the University of Mississippi. 

Joseph Cerny has been promoted to professor of accounting at the University 
of Mississippi. 

Robert L. Chaffin has been appointed assistant professor of economics at the 
Atlanta Division of the College of Business Administration, University of 
Georgia. 

David T. Daniels was acting instructor in the Department of Business Ad- 
ministration at Mississippi State College this past year. 

Merrill Devoe, associate professor of economics at the University of Kentucky, 
has resigned. 

Jackson D. Doty is now instructor of economics at the University of Missis- 
sippi. 

Clyde H. Farnsworth, associate professor of marketing at Mississippi State 
College, has been on leave to study at Ohio State University. 

Allan Galloway joined the faculty of Mississippi State College last year as 
assistant professor of accounting. 

Frank M. Herndon is now assistant professor of office administration at the 
University of Mississippi. 

W. W. Joor is now assistant professor of accounting at the University of 
Mississippi. 

Robert L. Kane is now associate professor of accounting at the University of 
Mississippi. 

A. J. Lawrence, formerly head of the Department of Business Education at the 
University of Kentucky, is now head of the Department of Office Administration 
at the University of Mississippi. 

Arthur W. Leche was on the economics staff of the Eastern Kentucky State 
College during the second semester, 1948-49. 

Effie Sue McAmis is now instructor in office administration at the University 
of Mississippi. 

James W. Martin, director of the Bureau of Business Research, College of 
Commerce, University of Kentucky, will teach at the University of Washington, 
Seattle, during the latter part of the summer. 

Ida Mae Pieratt joined the faculty of Mississippi Southern College last year as 
assistant professor of business education. 

G. A. Porter has been promoted to professor of office administration at the 
University of Mississippi. 

Bernard J. Sharkey was acting instructor in the Department of Management 
at Mississippi State College this past year. 

Robert S. Smith, professor of economics at Duke University, will teach at the 
University of San Carlos in Guatemala City this summer from July to September. 
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The assignment was arranged by the U. 8. Department of State and came at the 
invitation of the Central American university. 

Charles Williams, professor of economics at the University of Louisville, has 
resigned to become economist at the Federal Reserve Bank of Richmond. 

John A. Young was instructor in the Department of Business Administration 
at Mississippi State College this past year. 


The following names have been added to the membership of the Southern 
Economic Association: 

William O. Allen, 151 N. Florida Street, Mobile 7, Ala. 

M. E. Barrett, P.O. Box 1192, Shreveport, La. 

Herman J. Brownhut, 111-34 Springfield Boulevard, Queens Village 9, L.I., 
N. Y. 

Reynold E. Carlson, Department of Economics, Vanderbilt University, Nash- 
ville 4, Tenn. 

T. Barnard Chisholm, Jr., Industrial Management Department, Georgia In- 
stitute of Technology, Atlanta, Ga. 

W. A. L. Coulborn, Oglethorpe University, Oglethorpe University, Ga. 
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NOTE 


President Aull has appointed the nominating committee for the 1950 officers 
of the Southern Economic Association. The committee is composed of Dr. W. 
T. Hicks, University of Georgia (Chairman), Dr. W. L. Gibson, Virginia Poly- 
technic Institute, and Miss Sadie Young, Florida State University. All mem- 
bers of the Association who wish to suggest possible nominees to this committee 
are invited to do so not later than August 15. 


The 19th annual conference of the Southern Economic Association will be held 
at the Andrew Johnson Hotel in Knoxville, Tennessee on November 18-19, 1949. 
President Aull has appointed the following committee on local arrangements for 
the meeting: Dr. John B. McFerrin, University of Florida; Dr. T. Levron How- 
ard, Secretary of the Knoxville Chamber of Commerce; Dr. Charles P. White, 
University of Tennessee; Dr. E. O. Dille, University of Tennessee; and Dr. 
Frank B. Ward, University of Tennessee. 

Joun B. McFerrin, Secretary-Treasurer 
Southern Economic Association 
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Intermediate Accounting. By Wilbert E. Karrenbrock and Harry Simons. Cincinnati: 
South-Western Publishing Co., 1949. Pp. x, 597. $4.50. 

Income Tax Procedure. By J. F. Sherwood and C. R. Niswonger. Cincinnati: South- 
Western Publishing Co., 1949. Pp. 223. Paper, $3.75. 

The Framework of the Pricing System. By E. H. Phelps Brown. Lawrence: Student 
Union Book Store, University of Kansas, 1949. Pp. xvi, 221. $3.25. 
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$2.25. 
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Pp. xiv, 583. $5.00. 
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By Fritz Machlup. Philadelphia: Blakiston Co., 1949. Pp. vii, 275. $5.00. 

| Collective Bargaining: Principles and Cases. By John T. Dunlop. Chicago: Richard D. 
Irwin, 1949. Pp. xi, 433. $4.00. 
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Economic Association. Philadelphia: Blakiston Co., 1949. Pp. xvii, 637. $4.75. 
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bana: Bureau of Economic and Business Research, University of Illinois, 1948. Pp. 
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Price Determination: Business Practice Versus Economic Theory. By Wilford J. Eiteman. 
Ann Arbor: School of Business Administration, University of Michigan, 1949. Pp. vii, 
39. Paper, $1.00. 

The Economic Munich. By Philip Cortney. New York: Philosophical Library, 1949. 
Pp. xx, 262. $3.75. 

Supply of Building Materials in Canada. Ottawa: Department of Trade and Commerce, 
1949. Pp. 23. 

Private and Public Investment in Canada: Outlook 1949. Ottawa: Department of Trade 
and Commerce, 1949. Pp. 51. 

The Animating Pursuits of Speculation: Land Traffic in the Annexation of Texas. By 
Elgin Williams. New York: Columbia University Press, 1949. Pp. 230. $3.25. 
Wartime Production Controls. By David Novick and others. New York: Columbia 

University Press, 1949. Pp. vi, 441. $6.00. 

Our Conservation Job: A New Way to Obtain Soil and Range, Forest, Fuel and Energy Con- 
servation. By Stephen Raushenbush. Washington: Public Affairs Institute, 1949. 
Pp. 64. Paper, 50¢. 

Maintaining Competition: Requisites of a Governmental Policy. By Corwin D. Edwards. 
New York: McGraw-Hill Book Co., 1949. Pp. xi, 337. $3.75. 

Labor in Postwar America. Edited by Colston E. Warne and others. Brooklyn: Remsen 
Press, 1949. Pp. xii, 765. Text, $7.50; trade, $10.00. 

Investment and Inflation: With Special Reference to the Immediate Post-War Period, 
Canada, 1945-1948. Ottawa, Canada: Department of Trade and Commerce, 1949. 
Pp. 290. Paper. 

Advertising Copy. By George B. Hotchkiss. 3rd ed. New York: Harper & Bros., 
1949. Pp. xviii, 469. $4.50. 

Labor in Norway. By Walter Galenson. Cambridge: Harvard University Press, 1949. 
Pp. xii, 373. $5.00. 

Qualitative Analysis of Radio Listening in Two Central Illinois Counties. By Charles H. - 
Sandage. Urbana: Bureau of Economic and Business Research, University of II- 
linois, 1949. Pp. 57. Paper. 

Fundamentals of Economics. By Paul F. Gemmill. 5th ed. New York: Harper & 
Bros., 1949. Pp. vi, 600. $4.00. 

The Theory of Economic Change. By B.S. Keirstead. Toronto: Macmillan Company 
of Canada, 1948. Pp. xi, 386. $5.00. 

State Labor Legislation, 1937-1947: A Study of State Laws Affecting the Conduct and 
Organization of Labor Unions. By Sanford Cohen. Columbus: Bureau of Business 
Research, Ohio State University, 1948. Pp. vii, 150. 

Personnel Selection: Test and Measurement Techniques. By Robert L. Thorndike. New 
York: John Wiley & Sons, 1949. Pp. viii, 358. $4.00. 

United States International Timber Trade in the Pacific Area. By Ivan M. Elchibegoff. 
Stanford: Stanford University Press, 1949. Pp. xvii, 302. $7.50. 

Rothenberg on Labor Relations. By I. Herbert Rothenberg. Buffalo: Dennis & Co., 
1949. Pp. lxiii, 834. $15.00. 

International Control of Sugar, 1918-41. By B.C. Swerling. Stanford: Stanford Uni- 
versity Press, 1949. Pp. vii, 69. $1.00. 

Delivered Pricing and the Future of American Business. Washington: Chamber of Com- 
merce of the United States, 1948. Pp. 232. Paper, $1.50. 

An Introduction to National Income and Income Analysis. By Richard Ruggles. New 
York: McGraw-Hill Book Co., 1949. Pp. vii, 349. $3.75. 
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Farm Records. By John A. Hopkins and Earl O. Heady. Ames: Iowa State College 
Press, 1949. Pp. xiii, 303. $3.75. 

Economic History of the United States. By Chester Whitney Wright. 2nd ed. New 
York: McGraw-Hill Book Co., 1949. Pp. xxi, 941. $6.00. ; 

The American Economy in Operation. By Horace Taylor and Harold Barger. New York: 
Harcourt, Brace and Co., 1949. Pp. xiv, 846. $4.75. 

Expanding Welfare in a Free Economy: A Commentary on the Ewing Report and Other 
Recent Government Publications. By Edna Lonigan. Washington: American Enter- 
prise Assn., 1949. Pp. 44. Paper, 50¢. 

Baltimore: Some Economic Indicators. College Park: Bureau of Business and Economic 
Research, University of Maryland, 1949. Pp. 25. 

The Consumer Interest: A Study in Consumer Economics. By Persia Campbell. New 
York: Harper & Bros., 1949. Pp. ix, 660. $4.50. 
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Cambridge: Harvard University Press, 1949. Pp. xi, 317. $5.00. 

Patent Law: For Lawyers, Students, Chemists, and Engineers. By Chester H. Biesterfeld. 
2nd ed. New York: John Wiley & Sons, 1949. Pp. viii, 267. $4.00. 

Motion and Time Study. By Ralph M. Barnes. 3rd ed. New York: John Wiley & 
Sons, 1949. Pp. xii, 559. $5.00. 

Managerial Control of Business. Edited by George T. Trundle, Jr., and others. New 
York: John Wiley & Sons, 1948. Pp. viii, 408. $5.00. 

The Economic Theory of Cost of Living Index Numbers. By Melville J. Ulmer. New 
York: Columbia University Press, 1949. Pp. 106. $2.00. 

The Measurement of Production Movements. By C. F. Carter and others. London: 
Cambridge University Press, 1948. Pp. vii, 1385. Paper, 12s, 6d. net. 

A Statistical Analysis of Advertising Expenditure and the Revenue of the Press. By Nicholas 
Kaldor and Rodney Silverman. London: Cambridge University Press, 1948. Pp. 
xiv, 199. 15s. 

An Introduction to Business. By Melvin Anshen. Rev. ed. New York: Macmillan 
Co., 1949. Pp. xi, 692. $5.00. 

Economics of the Labor Market. By Joseph Shister. Philadelphia: J. B. Lippincott Co., 
1949. Pp. xxiii, 590. 

Principles of Retailing. By Fred M. Jones. New York: Pitman Publishing Corp., 
1949. Pp. xii, 651. 

Our National Debt: Its History and Its Meaning Today. By the Committee on Public 
Debt Policy. New York: Harcourt, Brace & Co., 1949. Pp. xviii, 182. $2.50. 
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University, 1948. Paper, 1R. 


') Money and Banking. By J:Marvin Peterson and D. R. Cawthorne. Rev. ed. New 


York: Macmillan Company, 1949. Pp. xxiii, 630. $5.00. Sant! Grup 
Office Management and Control. By George R. Terry. Chicago: Richard D. Irwin, 
1949. Pp. xvi, 808. $5.00. 
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A New Economic Study of Compelling Interest 


ECONOMIC PLANNING 


The Plans of Fourteen Countries with ed 
Analyses of the Plans 


by SEYMOUR E. HARRIS, Harvard University 

Economic planning, long a controversial problem, receives in Professor Harris’s book 
the thorough treatment of a scholar who has himself been active in government 
planning. In eight introductory chapters Professor Harris discusses the whole theory 
of planning and analyzes all the plans now in operation. In the remaining thirteen 
chapters he brings together these official plans and reports and adds to them his own 
stimulating comments. 

In no other book can be found the major parts of the Fourth Five-Year Plan of the 
USSR, the Four-Year Argentine Plan, the Four-Year British Plan, and the plans of 
eleven other nations. Provocative and of immediate interest, this work will provide 
valuable reading for courses in economic problems and systems. 


Just published. 594 pages; $4.50 text 


An Important Contribution to the Development 
of Economic Theory 


COMPETITION 
AMONG THE FEW 


Oligopoly and Similar Market Structures 


by WILLIAM FELLNER, University of California 


The division of the market among a small number of firms and interests, and the 
forces that determine and regulate the extent of this division, pose some of the 
decisive economic questions of our day. An outstanding scholar appraises the prob- 
lem of oligopoly in the American economy. As he does so he provides an orderly 
framework for the analysis and evaluation of the extensive available material. The 
last section of the book discusses public policy in relation to highly concentrated 
markets on the one hand, and powerful labor groups on the other. 

William Fellner is Professor of Economics at the University of California. He re- 
ceived his Ph.D. at the University of Berlin in 1929 and is also the author of Monetary 
Policies and Full Employment. 


To be published in September. Approx. 350 pages, 19 charts; $3.75 text 


Examination copies on request 


College Department 501 Madison Avenue 
ALFRED A. KNOPF NEW YORK 22 


When you write to our advertisers, please mention The Southern Economic Journal 


Hawad Stadis 


New Books 


AGRICULTURE AND INDUSTRIALIZATION 
THE ADJUSTMENTS THAT TAKE PLACE AS AN AGRICULTURAL COUNTRY IS INDUSTRIALIZED 


By Pei-Kang Chang. With particular reference to China, the author brings the theory and 
the history of economics together in the first systematic study of the adjustments between 
agriculture and industry during the process of industrialization in an agricultural country. 


260 pages plus index, $5.00 


THE ECONOMIC PROBLEMS OF FORESTRY 
IN THE APPALACHIAN REGION 


By William A. Duerr. The whole array of problems found at this meeting ground of the 
biology, engineering, and economics of forestry are herein described and analyzed. 


xvi + 317 pages, $5.00 


THE DEVELOPMENT OF THE AMERICAN GLASS INDUSTRY 


By Pearce Davis. This is the first economic history of the development of the American 
glass industry from small-scale handicraft to full-blown mass production. It includes the 
first comprehensive study of the effects of American tariff policy and of organized labor 
upon that development. Newly Reprinted 316 pages, $6.00 


MONOPOLISTIC COMPETITION AND 
GENERAL EQUILIBRIUM THEORY 


By Robert Trifin. The fourth printing of Mr. Triffin’s book, well known for its thoughtful, 
compact, and provocative summary and synthesis of monopolistic competition doctrine, 
will be welcomed by teachers and students alike. xii + 197 pages, $3.00 


THE THEORY OF ECONOMIC DEVELOPMENT 
AN INQUIRY INTO PROFITS, CAPITAL, CREDIT, INTEREST, AND THE BUSINESS CYCLE 


By Joseph A. Schumpeter. ‘Nowhere else does one find so penetrating a treatment as here 
of the significant characteristics of the process of development of economic dynamics, in 
contrast with the ‘circular flow’ of an essentially static society.,—ALVIN H. HANSEN, 
The Journal of Political Economy. Third printing, xit + 255 pages, $4.00 


The Harvard Economics Studies now comprises 86 volumes covering a 


wide variety of aspects of economic history and theory. A complete list 
will be furnished upon request. 


At all bookstores, or from 


roy HARVARD UNIVERSITY PRESS 
y Cambridge 38, Massachusetts 
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Winner of the George 


Washington Carver Award 


Is this prize-winning novel 
blot over the Southland?”’ 


Without 
Magnolias 


by BUCKLIN MOON 


INNER of the GEORGE 

WASHINGTON CARVER 
AWARD, 1949, for distinguished writ- 
ing by or about Negroes, this book 
is the story of the men and women 
of a small Negro college in the deep 
South, and of the whites to whom 
they look for the money they need 
to keep going. Even the critics who 
don’t agree with it say, “Read it!” 


mm “A prize-winning novel in every way!” 
—N. Y. Times. 


Ga “A bitter and exasperating indictment... 
Surely this angry novel will convince the South- 
erners who read it of the vital necessity for 
pushing for Negro progress as rapidly as 
possible.””—Delta Democrai-Times. 


Wm “Provides the best, many-sided picture 
of the Southern Negro middle class with which I 
am familiar.’—Carey McWilliams. 
“Graphic, compelling, and true.” 
—Chicago Sun-Times. 
Gap “The finest novel I have ever read, which 
deals with the Negro . . . a book for all races, all 
people everywhere.” —Canada Lee. 


ap “WITHOUT MAGNOLIAS is an excit- 
ing and very readable novel—underneath it is a 
mature and skillful probing of those destructive 
forces at work in America which may well destroy 
us all.”—Horace Cayton. 


2ND PRINTING. $3. At all booksellers 


DOUBLEDAY 


Doubleday & Co., Inc. 
Garden City, N. Y. 


When you write to our advertisers, please mention The Southern Economic Journal 


Distinctive Texts from... 


ECONOMICS. AN INTRODUCTORY ANALYSIS 
By Paut A. SamuEtson, Massachusetts Institute of Technology. 622 pages. $4.50. 


This new economics text has established itself as a leader. It is a challenging and dynamic 
introductory text presenting an unusually teachable and easy-to-follow treatment of basic 
economic facts and institutions, an exhaustive analysis of national income and output, 
and an incisive inquiry into the forces of competition and monopoly that determine the 
composition of national income. 


FUNDAMENTALS OF ECONOMICS 


By Myron H. Umsreit, Even F. Hunt, and Cuarues V. Kinter, Northwestern University. 
458 pages. $3.75. 


Designed to introduce college students to the study of economic principles. The discussion 
has therefore been limited so far as possible to those basic facts, concepts, relationships, 
and institutional arrangements which are most essential to an understanding of our economy. 
The treatment throughout is exceptionally clear, concrete, and to the point. The theory 
and viewpoint are strictly modern. 


PRINCIPLES OF ECONOMICS 


By Apert E. Waueu, University of Connecticut. 965 pages, $4.75. 


Intended for a first college course in economics, this text is simple in style and includes 
abundant illustrations. Although designed for students who do not plan to specialize in 
the subject, the material covered is a suitable introduction to more advanced work in 
economics or business. 


ECONOMIC PROBLEMS OF MODERN LIFE 
By S. Howarp Patrerson AND Karu W. H. Scuouz, Wharton School of Finance and Commerce, 
University of Pennsylvania. Fourth edition. 782 pages. $4.75. 
The original plan of development has been retained and the same general topics have been 
treated in about the same order and with similar allocation of space. The first half of the 
book is concerned with pecuniary problems of business; the second half is devoted to broader 
problems of social economics. There is an illuminating chapter on the Soviet economy which 
should prove of timely interest. 


MONETARY THEORY AND FISCAL POLICY 
By Atvin H. Hansen, Harvard University. The Economics Handbook Series. 236 pages. $3.00. 


This book supplements current standard texts on the subject and supplies a brief but in- 
tensive treatise on modern monetary theory. Contains considerable historical material 
which illustrates trends and developments with respect to money supply, national income, 
public debt, and the role of the central banking system in the creation and control of money. 


Send for copies 
MeceGRAW-HILL BOOK COMPANY, INC. 


When you write to our advertisers, please mention The Southern Economic Journal 
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THE HOOVER COMMISSION REPORT. On Organization of the 
Executive Branch of the Government 
HERBERT Hoover, Chairman; Dean Acheson, Vice Chairman. 524 pages, $3.75. 


Here is the report of the commission appointed in 1947 to study and recommend improve- 
ments in the executive branch of the government and thereby furnish the American people 
with a blueprint for better government. This new, one-volume edition of the Hoover Com- 
mission Report presents the recommendations in concise form. It contains the full text of 
the approved reports, without the extensive dissents, abstentions, and “further views” 
of individual commission members. 


PROBLEMS IN MARKETING 


By Matcotm P. McNarr and Harry L. Hansen, Harvard University. Harvard Problem Books. 
In press—ready for fall classes. 


This text for college courses in marketing will present new material reflecting problems 
characteristic of present-day conditions. The material covers such subjects as Nature and 
Scope of Marketing Problems; Influence of the Consumer on Marketing; Merchandising; 
Marketing Structure and Choice of Distribution Channels; Brand Policy; Planning and 
Administration of Sales Programs; Pricing; and Marketing Program. 


PERSONNEL MANAGEMENT. PRINCIPLES, PRACTICES and POINT OF 
VIEW 


By Wa ter D. Scorr, Northwestern University, Ropert C. CLoruier, Rutgers University, and 
ILLIAM R. SPRIEGEL, University of Texas. Fourth edition. 648 pages. $4.50. 


Since 1923, this text has maintained an impressive record of distribution and use in both 
the business and education worlds. The entire revision has been influenced by the authors’ 
survey reporting the status of personnel management in 325 leading companies. Covers 
techniques of employment, maintenance, wage payment, employee security, employee 
development, research and control, etc. 


PUBLIC FINANCE 


By Atrrep G. BuEesterR, Wharton School of Finance and Commerce, University of Pennslyvania. 
Third edition. 726 pages, $5.00. 


This revision of a successful text presents the materials of public finance with the purpose 
of helping the student formulate the principles and analyze intelligently the problems of the 
postwar period. Considerable new material has been added to cover recent developments 
both in the theory and in the practice of public finance. 


ECONOMICS OF INTERNATIONAL TRADE 


By Hvueu B. Kittover, Brown University and Lucy W. Kittovas, Wellesley College. Second 
pe A 460 pages. $5.00. 


Originally published under the title International Trade, this text has been completely re- 
worked. The present volume places more emphasis upon economic principles and devotes 
less space to descriptive analysis of industries and natural resources. 


on approval 
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Outstanding Pitman Texts 


MONEY AND BANKING 


By JAY L. O’HARA, Akron University. ‘‘By all odds it is the 
best on the market.”—Caroll W. Ford, Babson Institute. 
“Especially well done.’’—Prof. John W. Miller, St. Louis Uni- 
versity. An exceptional MANUAL OF OBJECTIVE TESTS is 
supplied. Fall, 1948. 671 pp. $4.75 


APPLIED ECONOMIC ANALYSIS 


By FRANCIS M. BODDY and associates. A well integrated 
text, covering the methods and techniques of dealing with 
current economic problems. Each of six important fields is 
treated by an outstanding authority. Fall, 1948. 573 pp. 
$3.75 

STUDENT MANUAL for Applied Economic Analysis challenges the 


student to independent analysis of the points covered in 
fhe text. 1949. 110 pp. $1.25 


PRICE THEORY 


Gy SIDNEY WEINTRAUB, St. John’s University. This text 
integrates the mass of literature on price theory, and is de- 
signed particularly for students specializing in economics. The 
author is widely known for the clarity and authoritativeness of 
his writing. Ready in August. 447 pages. 


BUSINESS LAW 


By GERALD O. DYKSTRA and LILLIAN G. DYKSTRA, both 
of Ohio University. Combining in one book text, cases, and 
problems, this exceptional text develops a wealth of legal and 
business knowledge. Thorough and simple in outline, it covers 
classic as well as recent cases. The instructor’s ANSWERS 
TO PROBLEMS FOR DISCUSSION analyzes actually adjudi- 
cated cases in the languageofthe court. 1949. 1181 pp. $7.75 


INTRODUCTORY ACCOUNTING 


By GEORGE R. HUSBAND, Wayne University, and WILLIAM 
J. SCHLATTER, University of Michigan. This balanced 
presentation of theory and practice clarifies the subject in the 
light of economic objectives. Contains a wealth of illustrations 
and 207 graded problems. A TEACHER MANUAL of 544 
pages includes solutions and about 70 pages of sample exami- 
nations. LABORATORY MATERIALS consist of two sets of 
forms for the practice sets in the text. 1949. 695 pp. $5.00 


You are invited to send for examination copies. 
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When you write to our advertisers, please mention The Southern Economic Journal 


I 
ae 
fi 
x 
3 
4 
‘ 


Just published! 


ECONOMIC ANALYSIS AND 
PUBLIC POLICY, Second Edition 
By M. J. Bowman and G. L. Bach 


Around the same solid core of analysis, the Second Edition of this 
famous text includes many changes: 


e The price theory section is shortened and the exposition is simplified. _ 


e National income and employment material is greatly expanded and 
placed at the beginning of the analytical material. 


e The distribution theory section is entirely rewritten and placed after 
both the national income and the price theory analyses, so that 
the analysis of distribution of income can draw on both. 


e All data and material are brought up-to-date; government policy in 
relation to labor, business, monopoly, agriculture, and taxation is 
treated in the light of currents events and data. 


931 pages 6" x9” 
Just published! 
LABOR ECONOMICS AND 


LABOR RELATIONS 


By Lloyd G. Reynolds, Yale University 


Professor Reynolds’ concise, well-integrated text focuses on essential 
principles. Orienting the book toward 1960, the author analyzes a 
highly-unionized economy. (The non-union labor market is treated 
only incidentally and for comparative purposes.) In clear prose it in- 
cludes up-to-the-minute discussions of trade unionism, collective 
bargaining, and labor politics. 

The major divisions of this work are: analysis of trade unionism; 
union-management relations; issues of public policy; problems of 
income, employment, and security. The wealth of material contained 


on these matters is integrated by the connecting thread of collective 
bargaining. 


552 pages 58” 83” 
Send for your copies today! 
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Already used in 150 colleges. . . 


ECONOMICS 


PRINCIPLES AND APPLICATIONS 
By Dr. J. H. Dodd and Dr. C. W. Hasek 


Even a casual examination of this book will disclose the fact that it 
is modern, accurate, and objective. It is definitely not a book of 
propaganda. It presents both sides of controversial issues. 


ECONOMICS: PRINCIPLES AND APPLICATIONS provides a 
good demonstration of the fact that a difficult subject can be simpli- 
fied by good presentation. The authors draw upon good examples and 
illustrations to make the text discussions meaningful. The wide selec- 
tion of pictures, charts, and tables not only add interest but they also 
aid in teaching. 

The chief purpose of this book is to assist the student to do some 
straight thinking about our economic problems and to provide a basis 
for detecting fallacies in current economic speaking and writing. 
ECONOMICS: PRINCIPLES AND APPLICATIONS is ideal for 


a single course or for the basic course on which advanced courses may 
be built. 


ECONOMICS: PRINCIPLES AND APPLICATIONS is not just 
for the one bright boy or girl in your class but for all students. It will 
appeal to all your students because it is challenging, interesting, and 
comprehensive; but it can be understood by the average immature 
college undergraduate; it is written in a style that is simple, direct, 
informal, and dynamic. The principles and applications have been 
simplified without sacrificing any essential information. It is not 
exhaustive in nature, and it certainly is not purely theoretical; it 
presents the basic principles and applications but leaves to later 
courses the more advanced technical analysis of economic problems. 


Available with an optional workbook and free tests. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
CINCINNATI NEW YORK CHICAGO SAN FRANCISCO DALLAS 
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REVISED EDITION 


BASIC DATA OF THE 
AMERICAN ECONOMY 


BY W. NELSON PEACH UNIVERSITY OF OKLAHOMA, AND 
WALTER KRAUSE DARTMOUTH COLLEGE 


Completely revised, rewritten and expanded to include much new material, 
this new edition of BASIC DATA OF THE AMERICAN ECONOMY 
now provides the latest official data available on all major phases of 
economic activity. 


The material is arranged according to the major areas of economic study. 
Under each heading is presented a series of tables and charts based upon 
data obtained from standard sources such as Survey of Current Business, 
The United States Census, the Federal Reserve Bulletin, and Statistical 
Abstract of the United States. 


Included among the many new features of this book are quick references 
to leading economics texts, indicating the way this material may be co- 
ordinated with various sections of these texts. Also new in this edition, is a 
series of questions and problems at the end of each section. In each instance 
the appropriate table or chart is indicated with the question or problem. 
Greater attention has been given to an interpretation of the data through 
the use of footnotes and suggested references to other works. 


This book is designed primarily for use in Principles of Economics courses, 

but the material may also be found useful in specialized courses dealing 

with national income, business cycles, foreign trade, money and banking, 

and public finance. 

246 Pages Copyright 1949 College Price $2.00 
Table of Contents 


I National Income. II Population and the Working Force in the United 
States. III Natural Resources. [V Money and Banking. V International 
Trade and Finance. VI Government Expenditures, Tax Collections, Public 
and Private Debt. VII Price Levels and Business Fluctuations. VIII The 
Development of Manufacturing, Anti-Trust Enforcement, and Business 
Income. [IX Agriculture. 


Send for your examination copy 


RICHARD D. IRWIN, INC. 


3201 South Michigan Avenue Chicago 16, Illinois 


When you write to our advertisers, please mention The Southern Economic Journal 


Just. Published . 


MARKETING AND DISTRIBUTION RESEARCH |} 


By Lyndon O. Brown, Vice President in charge of Media, Research and Marketing, 
Dancer-Fitzgerald-Sample, Inc.; and Lecturer in Marketing Research, Columbia 
University. 678 pages, $5.00. 


WHOLESALING Principles and Practice 
By Theodore N. Beckman, The Ohio State University, and Nathanael H. Engle, Uni- 
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versity of Washington. Revised Edition. 752 pages, $5.00. 00. 
PRACTICAL EXPORTING 
By Philip MacDonald, The City College of New York. 355 pages, $4.00% 
PROBLEM MANUAL IN CORPORATION FINANCE 
By Paul M. Van Arsdell, University of Illinois. 182 pages, $2.00. 

Recently Published . 

BUSINESS ORGANIZATION AND FINANCE 

By Homer V. Cherrington, Northwestern University. 485 pages, $4.50. 

PERSONAL FINANCE 

By Elvin F. Donaldson, The Ohio State University. 499 pages, $4.50. 

MONEY, CREDIT AND BANKING 

By Ray B. Westerfield, Yale University. Revised Edition. 1,096 pages, $5.00. 


EXPORT-IMPORT BANKING 

By Wi illiam S. Shaterian, Director, Foreign Trade Department, The American Insti- 
tute for Foreign Trade; formerly of The National City Bank of New York, Overseas 
Division. 897 pages, $5.00. 
FINANCIAL HANDBOOK 

Edited by Jules I. Bogen, Editor, The Journal of Commerce; Professor of Finance, 


New York University. With an Editorial Board of 68 Contributing and Consulting 
Editors. Third Edition. 1,289 pages, $7.50. 


MONEY MARKET PRIMER 
A Study of the Institutions and Operations of the New York Money Market 


By John T. Madden, late Dean, School of Commerce, Accounts and Finance, New 
York University; Marcus Nadler, New York University; and Sipa Heller, New York 
University. 212 pages, $3.00. 


THE RONALD PRESS COMPANY 


15 East’ 26th Street, York | 10. N. 
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Just Published ee « 


LABOR IN AMERICA 
A History 
By FOSTER RHEA DULLES 


Ohio State University 


This authoritative new text traces the growth of the organized labor movement in the 
United States from its colonial backgrounds through passage of the Taft-Hartley Act. 


“Labor in America tells the story of American labor interestingly and informatively. It 
held my interest throughout. Dr. Dulles has done an excellent job of condensing a complex 
history, bringing out the important trends clearly.” 


—Wi.uiaM M. LEIserson, former member of the National Labor Relations 
Board and chairman of the National Mediation Board 


402 pages 554 X 83% April 1949 $4.50 
THOMAS Y. CROWELL COMPANY 
432 Fourth Avenue New York 16 


MARKETING 


By Ralph S. Alexander, Frank M. Surface, and Wroe 
Alderson 


A modern text which treats every phase of marketing. Includes interesting 
material on managerial problems and techniques, inventory control, distribu- 
tion channels, selling and advertising, industrial and ultimate-consumer mar- 
kets. All charts and statistics are up to date. Study aids are both practical 
and stimulating. Write for further information about this important new book. 
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COMPANY Dallas1 Columbus 16 San Francisco 3 ‘Toronto 5 
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American Economic Review 


VOLUME XXxIx 


JUNE, 1949 
Contents 


Prices, Money and the Distribution of Goods in Postwar Germany 


Horst Mendershausen 
Analysis of Dissaving 


The Antitrust Laws: A Symposium.......................- D. M. Keezer, editor 
Communications: 
Price Flexibility and Full Employment: 
Geometrical Measurement of Elasticities........ C. D. Hyson and W. P. Hyson 
Memorials: 
Wesley Clair Mitchell 
Harry Alvin Millis 


Reviews of Books, Titles of New Books, Periodicals, Notes 


The American Economic REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $5.00. Address editorial 
communications to Dr. Paul T. Homan, Editor, AMERICAN Economic Review, George Washing- 
ton University, Hall of Government, Washington 6, D. C.; for information concerning other pub- 
lications and activities of the Association, communicate with the Secretary-Treasurer, Dr. James 


Washington Bell, American Economic Association, Northwestern University, Evanston, Illinois. 
Send for information booklet. 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 


Department of Economics of the University of Chicago 
The August, 1949, and later issues will contain: 


Monetary Reform in Western Germany................... Fred H. Klopstock 
Public Works and Economic Stability...................... Julius Margolis 
Psychological Aspects of Economic Thought............ Walter A. Weisskopf 
Plans for a National Bank in Spain, 1701-83............... Earl J. Hamilton 
Laissez Faire and Intervention: A Potential Source of Historical Error 

Joseph J. Spengler 
Tariffs, International Demand, and Domestic Prices.......... Lloyd A. Metzler 


FOUNDED IN 1892. Published bi-monthly: February, April, June, 
August, October, ember. Subscription rate $6.00 per year. Single 
copy $1.50. Special rates: $5.00 per year for faculty members teaching 
business or economics. $3.00 per year for graduate students in busi- 


ness or economics. ian postage 24 cents. Foreign postage, 60 
cents. 


The University of Chicago Press °* 5750 Ellis Ave., Chicago 37, Ill 


When you write to our advertisers, please mention The Southern Economic Journal 
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Wanted... 
BACK COPIES OF THE 
SOUTHERN ECONOMIC JOURNAL 


There are frequent calls for complete sets of this JOURNAL, generally 
from libraries. Several of the back issues are out of stock. Anyone able to 
contribute, to sell, or to induce others to sell, any or all of the following 
issues will be rendering a real service. We will pay $1.00 per copy for any 
of the following issues in reasonable condition. 


October 1936, October 1937, April and July 1944, January and April 
1945, January and April 1947. 


The Southern Economic Journal 
Box 1289, Chapel Hill, N. C. 
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SOUTHERN ECONOMIC ASSOCIATION 


Orricers OF THE AssOCIATION 


President 
George H. Aull, Clemson College 
Vice Presidents 
David McCord Wright, University of Virginia 
Gordon Seifkin, Emory University 


Secretary-Treasurer 
J. B. McFerrin, University of Florida 


Editors of Publications 


T. C. Bigham, University of Florida 
E. L. Rauber, Federal Reserve Bank of Atlanta 
G. W. Stocking, Vanderbilt University 


EXECUTIVE COMMITTEE 
OFFICERS OF THE ASSOCIATION 
and 


G. T. Schwenning, University of North Carolina 
Joseph J. Spengler, Duke University 
Harlan L. McCracken, Louisiana State University 


Membership dues in the Association are: annual $4.00, 
sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00. Membership fees include payment for a year’s subscrip- 
tion to The Southern Economic Journal. 


Applications for membership should be addressed to 
J. B. McFerrin, University of Florida, Gainesville, Florida. 


When you write to our advertisers, please mention The Southern Economic Journal 
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FOURTH EDITION 


A new edition of the most widely used 
Money and Banking text ever published 


MONEY AND BANKING 


By CHARLES L. PRATHER UNIVERSITY OF TEXAS 


The new Fourth Edition of MONEY AND BANKING by Charles L. 
Prather, brings up-to-date the most widely adopted textbook in this field. 
More than 350 colleges and universities throughout the country used the 
previous third edition. Now, thoroughly revised and reorganized for 
greater teachability, this new edition is exceptionally well-adapted to the 
requirements of undergraduate courses. Through a general condensation 
of material the book has been reduced considerably in size so that it is now 
more readily adaptable for use in a one-semester course. 


Included in this new edition are discussions of post-war inflation, expansion 
in the volume of commercial bank lending, control of bank credit, foreign 
relief and foreign exchange, Federal Reserve and Treasury policies, the 
increase in savings, and the growth of mortgage, consumer, and other debts. 
Continued emphasis is placed upon the problems associated with changes 
in the value of money or monetary theory. 


Monetary and banking principles are presented along with the subject 
matter to which they pertain, rather than in a separate section. In this way, 
the principles may be used as a guide to the student’s thinking on monetary 
and banking problems. As a result of the author’s personal contact with 
European monetary and banking institutions, he has been able to include 
enriching comments on foreign conditions. 

New questions and problems have been prepared for each chapter and a 
complete solutions manual is available to adopters of the text. A separate 
Manual of Objective Tests is also available. 


707 Pages Copyright 1949 College Price $5.00 
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